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RURAL TAXATION IN THE PROVINCE OF 
NEW BRUNSWICK 


New Brunswick is one of the older provinces of Canada. It 
was one of the four provinces to form the Confederation in 1867. 
French people settled portions of the province before the British 
conquest of Canada, and today they form the greater portion 
of the population in the northern and eastern counties and, in 
fact, make up nearly 40 per cent of the total population. Scotch 
and English settlers came into the province in the middle of the 
eighteenth century, and after the American Revolution so many 
loyalists came to the province in 1783 that in the following year 
New Brunswick was separated from Nova Scotia and made a 
distinct province. 

The area of New Brunswick is about 17,000,000 acres, but 
of this amount less than 1,250,000 are in field crops. The prov- 
ince owns about 7,500,000 acres of crown lands, and of the rest, 
about one-half is owned by large corporations and one-half is 
timbered land owned by farmers. The chief industries are agri- 
culture, lumbering, and fishing. Agriculture is largely mixed 
farming and is carried on in a small-scale manner. In the past 
lumbering has been largely an exploiting of the forests, but re- 
cently pulp mills have been established and one paper mill is 
operating. The forests are a valuable asset, but have suffered 
from fires, bud-worm destruction, and overcutting. The fishing 
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industry gives employment to many people, but manufacturing 
in any of these industries has not been developed to a great 
extent. 

The population of the province has increased little since con- 
federation and the increase has been largely in the French sec- 
tions and in urban areas. The following statistical table (Table 
I) taken from the federal census indicates population changes. 

Rural areas settled by English-speaking people have stead- 
ily decreased in population or have remained without growth. 


TABLE I 








1901 IgIt 1921 





331,129 | 351,889 | 387,876 
79,987 98,611 | 121,111 
253,885 | 252,348 | 263,432 
77,285 | 99,547 | 124,444 














In many rural areas there are few young people. They have 
migrated either to the American cities or to the Canadian West. 
The result has been to lower the energy, initiative, and intelli- 
gence in these sections and to foster old methods of agriculture 
and of political and social organization. 

The province has received its revenues very largely from its 
rentals of the crown lands, from the federal subsidy, and from 
taxes upon corporations and inheritances, but so far there has 
been no direct taxation imposed upon property or incomes of 
citizens for provincial purposes. Municipalities operate under 
provincial laws, but without provincial supervision or regulation 
to any extent. There are both urban and rural municipalities in 
the province. The cities of the province operate under special 
charters and impose taxes upon real estate, tangible personalty, 
and incomes. The two cities of St. John and Moncton have fair- 
ly modern tax acts, but other urban municipalities have tax acts 
that are only slight modifications of the Rates and Taxes Act 
under which rural municipalities collect their revenues. Urban 
municipalities are also represented in the county municipalities 
and bear an apportionment of municipal or county expenditures. 

More than two-thirds of the popula‘ on of the province lives 
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in rural areas, and this article is concerned with the methods of 
taxation in these areas. For municipal administration the prov- 
ince is divided into fifteen counties, and these counties in turn 
are subdivided into parishes. Parishes are the smallest units of 
local administration, but are only partially organized in New 
Brunswick, since there are no parish councils. Two councilors 
are elected from each parish to represent it in the county coun- 
cil, and at the regular meeting of this council, parish officers, 
such as assessors, collectors, overseers of the poor, clerks, 
poundkeepers, and others are appointed. Naturally, the council 
is likely to accept the recommendations of the parish councilors 
with respect to matters in their own parishes. A parish is di- 
rectly responsible for the care of its poor, the support of indi- 
gent patients in the provincial hospital, and for the assessment 
and collection of its taxes. 

The county council thus transacts many distinctively parish 
duties as well as business of a more general or county nature. 
The appointment and payment of county officials, the support 
of the jail, the municipal home, or other county institutions, the 
interest on bonds issued for county institutions or purposes, the 
grants made to public hospitals or for public health, are all mat- 
ters of county administration. The county council acts under 
authority of provincial legislation. In some cases, such, for ex- 
ample, as the county school fund or the carrying out of the 
health act, the legislation is so specific and mandatory that the 
council has little freedom and responsibility other than to use 
its machinery for the discharge of the duties and the collection 
of the taxes imposed. 

Parish levies are taxes directly to residents of the parish on 
the basis of assessments of property and polls submitted by 
parish assessors. Levies for county expenditures are allocated 
to parishes in a county on the basis of their respective assess- 
ments. On account of inequality in parish assessments the mu- 
nicipal council appoints a county board of valuators which, 
once in each five years, makes a county valuation and equalizes 
parish assessments within a county. County taxes are allocated 
to parishes on the basis of the equalized assessment or county 
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valuation. Parish officers revise assessments each year; county 
valuations or equalized assessments are revised every fifth year; 
but when once county levies have been apportioned to the re- 
spective parishes, the direct assessment of each taxpayer, for 
both county and parish purposes, is made on the basis of the 
parish assessment. The county valuation is purely for purposes 
of apportionment between parishes; the parish valuations are for 
direct assessment of taxpayers. Often parish valuations are 
higher than the county valuation of the parishes, but quite often 
they are lower, and the fact that provincial road and district 
school taxes are imposed upon parish assessments tends toward 
low assessments in many parishes. 

County and parish taxes are imposed under the authority of 
a provincial act called the Rates and Taxes Act.’ This act re- 
quires that one-sixth of the amount to be raised in each parish 
for county and parish purposes shall be levied by an equal rate 
as a poll tax upon all male persons being at least twenty-one, 
and not over sixty, years of age, and the rest upon the whole 
ratable property, real and personal, and ratable income in just 
and equal proportion “according to the assessed value or amounts 


of the same and not upon any or more kinds of property or in- 
come or subjects of assessment in particular or in different pro- 
portions.’” “For assessment purposes real estate is taxed in the 
parish where it is situated, at its full cash value, in the same 
manner as if it were appraised as belonging to the estate of a de- 


293 


ceased person. 

Personal property is defined to include all tangible property 
other than real estate, such as tools, fixtures, machinery, and 
live stock, and intangible such as mortgages, bonds, stocks and 
shares, notes, book accounts, or other evidences of indebted- 
ness. But in the case of personal estate there are so many quali- 
fications and exemptions that it is well-nigh impossible to deter- 
mine just what property is taxable, and very little is actually 
taxed. Household goods, mechanics’ tools, and fishermen’s boats 
are exempt to the value of $200 for each taxpayer, and imple- 


* Rates and Taxes Act, revised and consolidated in 1924. 
* Section 8. * Sections 5 and 12. 
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ments of farm labor belonging to the farmer are exempt. Would 
farm implements include farm wagons, carriages, auto trucks, 
or a little automobile used partly for marketing purposes and 
partly for family convenience and pleasure? Since there is no 
adequate enforcement of the act, these questions are seldom 
raised. 

An exemption which makes difficult the assessment of per- 
sonal property is that just debts owed by a taxpayer may be de- 
ducted from the value of his property. It does not seem that the 
debt must be deducted in each case from the value of the specific 
property on account of which it is owed, but since personal prop- 
erty is lumped together in one category all such debts may be 
deducted from the total assessment of personal property. Yet 
assessors are not to allow deduction unless a taxpayer proves by 
affidavit to their satisfaction the amount of such indebtedness 
and gives the names and residences of the creditors. 

A case arising out of this exemption was recently tried be- 
fore the courts with respect to the Bank of Commerce and the 
Town of Woodstock.* The bank filed a statement with the as- 
sessors showing deposits, and therefore indebtedness to deposi- 
tors, of $563,000, and assets in the form of fixtures, overdrafts, 
discounted bills, and stamped checks of nearly $315,000. The 
excess of deposits over loans was forwarded to the head office of 
the bank for investment. The bank contended that under the 
act it had no taxable personal property, since the branch was 
merely an agent of the parent bank and the situs of the money 
received as deposits was at the head office, or where it was actu- 
ally being used, whereas the situs of obligations or indebtedness 
was at Woodstock, since it was here that depositors must be paid 
on demand. The supreme court of the province decided against 
the bank. The court held that if the branch at Woodstock were 
an independent bank and had loaned part of its deposits else- 
where it would have, in its portfolio, notes or credit instruments 
therefor which would be taxable as personal property. If the 
branch at Woodstock transferred part of its assets to another 
branch or head office it would either receive credit upon the 


“The King v. The Town of Woodstock, N.B.R. 35, p. 539. 
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bank’s books of accounts or would transfer with such assets the 
liability incurred on account of the asset. However, the Supreme 
Court of Canada, by a majority decision, reversed this decision® 
and accepted the contention that the branch was a mere agent 
of the parent corporation and that the situs of the assets was a 
question of fact. These assets could, the Court held, be taxed, 
and probably were, in some form, where they were actually be- 
ing used. But since payment of deposits must be met at Wood- 
stock the situs of the bank’s indebtedness was at Woodstock. 
A bank’s liability is not a specific liability charged in each case 
against money actually deposited, but is rather an obligation 
arising out of the contraction of a loan. The town received leave 
to appeal the case to the Privy Council, but before a hearing 
was reached the bank and the town came to an agreement. This 
case illustrates the difficulties that arise in taxation under such 
legislation. One would expect a branch bank to be taxed on the 
same basis as that of an independent local competitor, if such 
competitor existed. The credits and debits of a bank are in the 
nature of a flow; they are so arranged as to mature and to be 
settled at definite periods of time, and when the indebtedness 
has to be met at Woodstock the funds are there to do so. Actual 
liabilities are discharged at Woodstock by actual assets, and 
potential liabilities are protected by potential assets of the 
branch. Mr. justice Crocket pointed out that the tax was a 
crude and inadequate one and urged that a more modern method 
of taxation be employed. The clause requiring the debtor to 
give the name and residence of his creditor is evidently meant 
to be used for the taxation of the latter if such a course is possi- 
ble. But in case the creditor lives outside the parish he is likely 
to escape, since parish assessors are not liable to communicate 
and co-operate with one another to any extent. For example, a 
taxpayer in the parish of Rothesay may have an automobile 
that is being financed through a guaranty company which holds 
his notes for payment. The taxpayer gets a credit on his car for 
the amount of indebtedness, but can the guaranty company be 
made to pay upon its equity in the car? Evidently not if the 


* Ibid., Supreme Court Records, May, 1924. 
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office of the company is in the city of St. John and the notes are 
payable in that city. Such business may be taxed in the city 
upon the net income derived therefrom, but the personal prop- 
erty escapes taxation upon its capital value. In fact, this clause 
is of little value in locating and taxing property of this character. 

Considerable personal property is exempt from taxation. All 
federal, provincial, municipal, or school bonds are generally ex- 
empt by acts of the legislatures. The shares of New Brunswick 
corporations are exempt since they are taxed on their property. 
The act evidently means that taxpayers must pay a personal 
property tax upon stocks owned by them in other corporations, 
but in view of sections 24 to 29, inclusive (especially 29), it is 
doubtful if such taxation is permissible if these companies have 
branch offices doing business within the province. 

The situs of personal property for purposes of taxation un- 
der the act is difficult to determine. The assumption is evidently 
that personal property should be taxed at the residence of the 
owner. But an “inhabitant” is defined to include any person 
“carrying on business in any parish,’ although his legal domi- 
cile may be elsewhere. Personal estate used in connection with 
any office, shop, factory, or place of business may be taxed at 
the place and in the parish so employed or used, and when a firm 
or partnership has several offices or places of business the per- 
sonal estate used in connection with each office or factory is to 
be taxed in the parish where the place of business is situated. 
But personal property not connected with, or employed in, any 
trade, profession, calling, or business shall be assessed in the 
parish where its owner has his domicile (sec. 20, subsection 2). 

But just where is the situs of personal property in view of 
these qualifications? When the domicile of the owner is in one 
parish and he has business in one or more other parishes it is 
pretty certain that his personal property will largely escape tax- 
ation. He may finance through one bank for his stores or branch 
offices, and then what exemption may he claim for indebtedness? 
If he is both wholesaler and retailer can he claim exemption for 
stocks in retail stores because they are being carried by the 


* Section 11. 
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parent store, and for his stocks in the wholesale store because 
they are being financed by the bank? His trucks may be financed 
by the guaranty company, his bonds that he holds as investment 
may be used as collateral for credit at the bank; bonds in 
provincial and federal governments and stocks in New Bruns- 
wick corporations are exempt, and under these conditions what 
chance is there for any effective taxation of personal property? 
It need not be added that under the best conditions of assess- 
ment a general property tax of this character is inequitable in 
theory and impracticable in administration and, with the excep- 
tion of some American states, has been abandoned by all por- 
tions of the civilized world. 

But when one adds to the inherent weakness of a general 
property tax the complexities and inequalities involved in this 
Rates and Taxes Act and then places its administration in the 
hands of untrained part-time parish assessors, the total situa- 
tion renders effective and equitable taxation impossible. Few of 
the difficulties pointed out arise because assessors confine local 
assessments largely to real estate or to certain forms of tangible 
personalty, such as live stock of the farmer and the stocks-in- 
trade of the local merchants, and in all cases valuations are so 
low that they pass without question. But all classes of property 
other than real estate are lumped together under the blanket 
term of personal estate. If a taxpayer objects that he does not 
possess personal property in one form, the assessor replies that 
he likely holds the amount of the assessment in property of an- 
other class, and since everybody is greatly underassessed the 
assessor is probably right. Moreover, the taxpayer has no 
ground for appeal or protest under the Act (Section 58) unless 
he has made to the assessor an accurate and sworn return of all 
property owned by him, but to make such a return for assess- 
ment of himself when other taxpayers are greatly underassessed 
is voluntarily to assume the taxes of others. The result is that 
nobody makes returns and the assessors simply doom individu- 
als. In a case where everybody is underassessed no one can say 
that he is assessed at more than full value, and inequality pre- 
vails. In rural areas taxation is often light and no great injustice 
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is done, although poor persons and non-residents are generally 
overtaxed, but in towns and in the city of Fredericton inequality 
becomes oppressive and irritating. 

When the tax burden is heavy and the administration of a 
general property tax is in the hands of an untrained, arbitrary, 
and autocratic official, ignorant of modern methods of taxation 
and lacking any high sense of justice, citizens may be robbed of 
the equality of treatment which is regarded a birthright in mod- 
ern society. 

The Act pretends to tax incomes and income is defined “as 
the annual profits or gain from any place, office, profession, 
trade, calling, employment, or occupation,” and “from any 
source whatsoever not declared exempt by the act.” Each tax- 
payer is permitted the small exemption of $200; the farmer is 
exempt from profits or gain arising from his farm, and the 
“rental of real estate within the province is exempt.” Evidently 
in theory the farmer may be taxed on the income from his own 
labors, and his hired man, upon his wages in excess of $200. 
Since personal property is taxed upon its capital value the tax- 
payer may claim exemption for that portion of his income which 
may be regarded as interest upon the property which he has in 
business and which is taxed on its capital value. 

Incomes from trades, businesses, or professions are taxed at 
the situs of employment, but wages of laborers and mechanics, 
at their own domiciles. For persons employed by the govern- 
ment or by a department of the public service the situs is also 
the domicile of taxpayer. No returns of taxpayers are demand- 
ed, but of course when returns are not filed (and they are not 
filed) no appeal is permissible. In rural areas, with the possible 
exception of a few professional salaries, incomes are not as- 
sessed, but in urban centers the tax is a wages-and-salaries tax 
from which the incomes of professional and business men large- 
ly escape. For example, in the city of Fredericton the returns 
of wage-earners and of salaried men are given by employers and 
are taxed upon the full amount less the small exemption of $300 
for each person, but incomes in the form of profits of profes- 
sional and business men are simply doomed, and are taxed from 
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one-third to two-thirds their value. The exemption is low and, as 
already indicated, one-sixth of the assessment in rural areas is 
assessed by a poll tax upon all male ratepayers, and in the city 
of Fredericton there is a poll tax of $5.00. It can be readily ap- 
preciated that the so-called “income taxation” is regressive, un- 
equal, and unremunerative. 

When real estate, personal property, and incomes as defined 
by the act are assessed, all are taxed at a rate that will provide 
the necessary revenue, and this rate is called the general tax 
rate. 

It need not be pointed out that such a tax administration will 
produce inequality and undervaluation in assessments. Tables 
II, III, IV, and V indicate this underassessment and inequality 
between assessments in different counties. It is almost impossi- 
ble to get proper returns of assessments from various municipal- 
ities, and the returns sent in to the provincial government are 
incomplete. When returns are secured it is quite often not indi- 
cated whether the assessments given are parish or county valua- 
tions or whether they include or exclude valuations of towns 
within the municipality. The valuation of Gloucester County is 
given as less than $2,000,000, yet the federal census gives its 
farm values as nearly $12,000,000 and the values of its farm 
products for 1920 as over $4,000,000. Nearly $1,000,000 is in- 
vested in the fishing industry, and its annual catch of lobster, 
cod, and other fish must provide an income of nearly $1,000,000. 
Its lumber industry is important and its raw manufactured prod- 
ucts of this industry give much employment and a substantial 
income. It is no wonder that the county secretary states that the 
valuation is not over 20 per cent of actual values. Another 
county secretary writes that in his county “property is assessed 
from one-tenth to one-half its value. Wealthy people are as- 
sessed about one-tenth; well-off people, about one-third; and 
poor people, about one-half their value.” A third complains that 
“practically all those owning large amounts of bonds, bank 
stock, money on deposit, and expensive automobiles escape taxa- 
tion on such property.’ 


* Statements made in a personal letter to the writer. 
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TABLE III 


EstiMATED WEALTH OF THE PROVINCE FOR 1921 AS GIVEN BY THE 
Dominion BuREAU OF STATISTICS 


Farm values (implements, machinery, and live stock. Census of 

1921) $131,835 ,657 
Agricultural products (possession of farmers and traders) 48,458,000 
Mines (capital employed, 1921) 2,985,382 
Forests (estimated value of accessible raw materials, pulpwood, and 

capital invested in woods operations) 100, 840,000 
Fisheries (capital in boats, gear, and primary operations) 3,316,479 
Central electric stations (census of 1921) 2,523,413 
Manufactures (machinery and tools, 1921) 23,678, 211 
Manufactures (materials, stocks in process, etc.)................ 52,840,474 
Steam railways (investment of road and equipment) 106 , 430,000 
Electric railways (investment of road and equipment) 2,895,584 
Telephone (cost of property and equipment) 2,914,054 
Urban real property 52,977,267 
Shipping (distributed according to tonnage owned) 
Imported merchandise in store (one-half imports, 1921) 
Household furnishings, clothing, carriages, motors 
Specie held by government, banks, and public 


Total estimated wealth of province 


TABLE IV 


CLASSIFICATION OF ScHOOL DISTRICTS ACCORDING TO VALUATION FOR TERM 
ENDING JUNE 30, 1924 
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TABLE V* 


INFORMATION FOR SCHOOL YEAR OF 1923 (DISTRICTS UNDER $5,000 
VALUATION) 








Number 
< 203 
ays in 
| rtp: ve 
the 
School 
Was 
Opened 





School District 





Alberta County: 
Coverdale 
824 . . 25|$134. 51 
180 ’ 163. 66 ‘ 243.29 
Carleton County: 
Woodstock 
89.14 . 131.43 
; 93-31 5 138.06 
Gloucester County: 
Beresford 
138.72 " 185. 21 
234. 08 ; 317.24 
207.86 . 270. 68 
248.13] 79. 327.51 


331.20] 98.21] 429.41 
258.96] 77. 336. 80 


3 


243.07 : 324.87 
128. 36} 32. 160. 91 


237.38 , 317.81 


239.92 ‘ 319.85 
230. 78 ‘ 311.72 
135.75 . 180. 25 
247.10} 76. 323.09 


F233 8 BB 


Kent County: 
St. Paul No. 5 215.48] 709. 295.32 
Weldford No. + 144.87 ; 128. 26 
Harcourt No. 8.. 000]196. 30] 79. 275.59 

Northumberland 

County: 
Blissfield No. 6.... 3,150|214. 05 " 295.35 
Gnenelg No. 10. 4,600]190. 45 , 265.01 
Blackville No. 3. 4,750] 88.04] 31. IIg. 90 
Rogersville No. 16. 4,850|133.07 , 164. 39 

Queens County: 
Chipman No. 18.. 2,300) 58.97 . 82.47 

Westmorland County: 
Dorchester No. 15. 400 | 4,900/204. 56] 74. 279.10 

Sunbury County: 
Blissville No. 8.. 9 | 1153 | 425 | 3,600]115. 30] 46.96] 162. 26 


* The information in this table was taken from the records of the t of Education and 
is correct according to these returns. The writer is indebted to Mr. R. B. Wallace, of the educational 
Office, for assistance in securing data for this table. 

t $5,050 the second term of 1923. 

} An assistant teacher was em’ layed the fast tom. She would cost the district about $100, and 
she received a grant of $40.50 from the provin 
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The evils and inequalities of parish underassessments can 
be better appreciated with respect to school taxation. A school 
district in this province is an area in rural sections of about 34 
square miles and should contain at least fifty resident children, 
but cities, towns, villages, or other populous centers having a 
community of interests are generally separate school districts. 
A school district may therefore include parts of two or more 
parishes or counties. There is great difference in the size, popu- 
lation, and wealth of different school districts. Revenues for 
school purposes are derived from three sources. There is paid to 
each teacher a provincial grant which varies according to her 
class of license and length of experience in the profession, and 
this grant pays from one-fifth to one-tenth of her salary. There 
are also the county school funds and the district assessments. 
The county school fund is an amount raised by county taxation 
upon the assessed property of the county and is apportioned to 
the parishes on the basis of the county valuation. The county 
assesses for an amount equal to sixty cents for each inhabitant 
of the county. This amount is divided among the schools of the 
county on the following basis: there is allowed to the trustees of 
each district an amount equal to sixty dollars per year for each 
qualified teacher employed, and the remainder is apportioned to 
trustees according to the attendance of all pupils enrolled in the 
county. This county tax is meant to relieve to some extent the 
poorer districts and to give greater equality in taxation for edu- 
cation. But the county fund is less than one-tenth of the total 
cost of education, and consequently is not sufficient to equalize 
the taxation within a county. 

In order to render further assistance to poor districts the 
Board of Education has recently increased aid to districts of low 
valuation. A district with valuation not in excess of $5,000. re- 
ceives a double portion of the county funds; a district from 
$5,000 to $10,000 receives 114 times this fund, and a district 
from $10,000 to $15,000 receives 114 times the county fund. 
If the valuation of a district is between $3,000 and $5,000 it gets 
an extra grant of $150; if its valuation is from $5,000 to $8,000, 
there is a special grant of $100 in addition to the increased 
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county fund. In all districts where the valuation is not over 
$8,000 the teacher’s provincial grant is increased one-third, and 
if the valuation is from $8,000 to $12,000, the provincial grant 
to the teacher is increased by one-quarter. This arrangement of 
increased county and provincial grants is meant to assist poor 
districts and has no doubt been of real value, but it has not re- 
moved inequality in school taxation, and such inequality cannot 
be removed without the establishment of a proper and uniform 
valuation of property throughout the province. 

The marked inequality of district taxation for school pur- 
poses demands removal. To be sure, there is also inequality in 
parish and county taxation, and many parish taxes should be 
changed to county taxes. The parish, like the school district, is 
generally too small an area for good local administration. But 
parish and county taxes are generally much lighter than district 
school taxes. In the county of York, for the year 1923, poll 
taxes ranged from $1.50 to $2.00 in most parishes, and the tax 
rate from four to eight mills, with an average of six mills on the 
dollar. In view of the low valuations this is light taxation. But 
in this county, district school taxes for the same year ranged 
from 41% to 44 mills on the dollar and averaged more than 
twenty mills. In August, 1924, President Trueman of Mount 
.Allison University, at the Annual Municipalities Convention, 
called attention to the inequalities of parish taxes, and especially 
of the district school taxes. He stated that in Inspectoral Dis- 
trict No. 4 he had personally examined 146 of the 150 taxing 
districts and had found that in 1923 twenty-seven had a school 
tax of 3 per cent or over, and thirty-three of 1 per cent or under. 
He found individual districts with tax rates as low as five or six 
mills, while other districts ran as high as sixty, seventy, and 
even eighty mills. The median was twenty mills, and the aver- 
age, twenty-two. A rate of eleven mills throughout the Inspec- 
toral District would produce the sum that all the districts were 
now voting for education. Dr. Trueman pointed out that a man, 
by moving from one school district to another, might have his 
school taxation increased 600 per cent. In his address President 
Trueman was advocating the necessity of larger school districts 
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and of provincial taxation for school purposes. With his con- 
tention the writer is in accord, but Dr. Trueman did not take 
fully into consideration the great differences in parish valua- 
tions in these districts. For example, a tax rate of eleven mills 
in the city of Moncton and the town of Sackville, which he in- 
cluded in his investigation, would likely be fully as heavy taxa- 
tion as a rate four times as high in rural districts, where assess- 
ments are not one-quarter of the value. One cannot draw con- 
clusions of inequalities of taxation from tax rates based on pres- 
ent parish assessments. 

A classification of school districts according to their valua- 
tions is presented in Tables IV and V in order to show the diffi- 
culty of equalizing taxation apart from a uniform assessment of 
property in the various parishes of the province. It will be seen, 
for example, that in the county of Gloucester two-thirds of the 
school districts have valuations that do not exceed $15,000 each; 
there are twelve districts with a valuation each not in excess of 
$5,000, and twenty-four with a valuation not in excess of $8,000; 
and all these receive special aid from county fund or from fund 
and province. In the year 1923 there were twelve school dis- 
tricts in Gloucester County (see Table V) in which the valuation 
of each ranged from 4,000 to $5,000, and as these are parish 
assessments it is natural to infer that they were kept low for the 
very purpose of the additional aid. School inspeciors are ex- 
pected to advise the educational board if valuations are too low, 
but these districts receive aid year after year. They employ 
teachers of the lowest class, pay the minimum wage, and in some 
cases receive nearly enough county and provincial aid to pay the 
teacher’s salary. One district actually received more funds than 
the salary of the teacher, and in these rural districts the teach- 
er’s salary is the main item of expense. Support from the larger 
areas should come in a manner to stimulate local effort and in- 
crease the efficiency of the schools. But aid that merely relieves 
the ratepayer of a just tax and encourages him to look for gov- 
ernmental aid and to practice dishonest assessments is of no real 
benefit to education. 

Notwithstanding the fact that under present conditions aid 
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may be unwisely given, it yet remains true that some districts 
find the school tax oppressive and are unable to provide the edu- 
cational opportunities that their children should receive. Under 
existing methods the tax for education is unequally distributed 
and the opportunities for education are likewise unequal for 
boys and girls in different parts of the province. In the past few 
years there has been a slight change for the better, but prior 
thereto for the past thirty years these inequalities in taxation 


TABLE VI 











Coun’ 
po. 





$147,159 | $ 83,890 
157,062 94,504 
163,951 90,492 
196,081 90, 193 
352,693 146 ,003 
386 , 883 204,103 | 2,083,391 | 2,674,377 




















and in educational opportunities had been increasing. The pro- 
vincial grant, the county school fund, and the district assess- 
ments are the three sources of school revenues. Within recent 
years the provincial grant has been considerably increased, but 
for many years the grant remained almost stationary, while the 
purchasing power of money declined and the cost of education 
increased. In 1921 the county school fund was raised from 30 
cents to 60 cents per head of population, but for several decades 
it had remained at 30 cents. In these years, as indicated, there 
was a gradual decrease in the purchasing power of money, an 
increase in land values of the province, but, unfortunately, little 
if any growth in the rural population. The result was that where- 
as in earlier years the school district met about one-half the cost 
of education, its burden increased during this period until it be- 
came four-fifths of the cost. Moreover, teachers’ salaries were 
very small, schools were closed in many districts, teachers mi- 
grated to other provinces, and there was a great diminution of 
male teachers. The writer remembers teaching in the public 
schools from 1890 to 1892 for a salary from the district of less 
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than $200 a year. Table VI gives statistical confirmation of the 
statements just made. 

It will be seen from this table that there was little change in 
the provincial grant from 1880 until 1911, and the county fund 
was actually more in 1890 than in 1911. District assessments 
for the earlier years were not obtainable. 


TABLE VII* 


Statistics REGARDING HicHway TAXES FOR THE YEAR 1923 








Total 
Provincial Taxes 


- ‘ Funds in Cash 
Taxes Paid | Taxes Paid Beomt Used on by 


County in Cash in Labor ‘axes Ordinary County 
Roads (1918-23, 
Inclusive) 





$ 11,900.30/$ 3,070.41/$ 5,773. -67/$ 8,313.35|$ 22,230.57 

774.03] 109,117. . 36,821.98) 16,584.30 
6,791.69} 6,152. 1935. 27,935-79| 34,129.68 
2,180.28] 13,763. ‘ 20,042.55] 13,256.60 
1,010.09] 11,721.60 P 11,584.84 9,405.57 
7,898.04] 14,502. . 36,208.12) 49,031.54 
1,981.34 6,213. ‘ 20,136.19 9,633.12 
7,948.45] 11,776. 36. 4,750.44 39,300.58 
3,996.56 7,801. 3 16,209.01] 12,811.91 
4,794.87} 4,803. 8 : 7,960.G9} 22,148.04 
6,725.01 2,181. ‘ 10, 269.28) 34,193.00 
2,714.15 3,482.69 e 11,639.27] 12,222.40 
8,504.04] 8,466.16 ,810.63] 15,454.65} 42,678.96 
8,103.91] 25,268.87] 10,216.72) 13,567.50 49,320.48 
39,597.50} 10,836.70] 16,386.99] 12,422.05] 42,209.86] 58,083.63 





New Brunswick. .. .|$320,078 .40|$ 77,329.57|$157,411.79|$ 85,286 .94|$327,409.53|/$425,636.72 























* Total local taxes paid in cash and in statute labor, $234,741.36; total spent on ordinary roads 
for 1923, $562,150.89. 


Another tax imposed upon ratepayers on the basis of parish 
assessments is that known as the road tax. The-.highway act 
provides for the imposition of a poll tax of $1.50 and a property 
tax of 40 cents for each hundred dollars of assessable property 
and incomes. In many cases this assessment is equal to the total 
assessment for county and parish rates and offers added induce- 
ment for low parish valuations. Under present valuations the 
tax for roads is unequally distributed, is far less productive than 
it should be, and is imperfectly collected. The attached table 
for the year 1923 gives information regarding this tax. It will be 
seen that statute labor as a means of paying the tax still exists 
to a considerable extent. This labor is generally performed: un- 
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der a supervisor, and often at a time when a district engineer 
cannot give the attention that is needed for the best results. Un- 
doubtedly better results are obtained by cash payment than by 
labor. Perhaps with more district engineers greater supervision 
might be given the work performed by labor, and all provincial 
legislation has to take into consideration the feeling and attitude 
of the citizens of the province concerned in such legislation. It 
is this fact which stands in the way of needed improvement in 
road and school taxation. In recent years great improvements 
have been made in our highways and, as Table VII indicates, 
generous provincial funds have been expended for this purpose. 
In addition to the amounts indicated, a large amount has also 
been advanced for permanent roads, and the province has taken 
advantage of the federal funds for this purpose. 


RECOMMENDATIONS 


1. The first step for the improvement of municipal tax ad- 
ministration should be the substitution of a county assessor for 
parish assessors. A county assessor would at least avoid the 
present inequality in assessments between parishes, and this 
administration should cost less than the present parish system of 
assessment. Today the county secretary is used to collect de- 
linquent taxes. . 

2. A provincial tax commissioner or tax commission should 
be established to have charge of provincial taxation and to 
supervise municipal assessment and taxation. This provincial 
department should prescribe uniform methods of municipal ac- 
counting and adequate forms for the returns of municipal statis- 
tics to the provincial office. It is by provincial supervision and 
regulation of assessments that a uniform assessment can be se- 
cured throughout the entire province. The experience of other 
provinces and states is that equalized assessments must be se- 
cured through the establishment of accurate and full value as- 
sessments of property in each municipality. 

3. There is needed a reorganization of the methods of school 
taxation and administration. The small school district should 
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give place to a much larger unit of school administration. Per- 
haps the county should be the unit of school administration, ex- 
cept that towns and cities with well-organized schools might 
form independent districts. Enlarged school districts should be 
formed after careful consultation with the provincial depart- 
ment of education and the inspectors of school districts. These 
new districts might not in every case follow the county bounda- 
ries. With enlarged school districts the direct or district tax for 
schools should provide for about one-half the cost of education, 
and a provincial tax for the rest should be imposed upon the 
assessable property or property and income of citizens of the 
province. This would provide greater provincial assistance for 
education and would equalize to a far greater extent the oppor- 
tunities for education and the burden of maintaining them. 

4. Under such a system of municipal administration there 
would be a higher assessment of, and more adequate returns 
from, the provincial road tax. The amount secured by this tax 
should be doubled by such an administration. Cash payments in 
preference to statute labor should be encouraged. If labor is ac- 
cepted in payment it should be used under direct supervision of 
a district engineer and should be employed upon local roads. 
Local interest should be stimulated and effective labor should 
be required. Today the province bears a far higher portion of 
the costs for roads than for education. Perhaps if the roads of 
the province were classified into provincial, municipal, and local 
roads, then the provincial roads might be supported entirely 
from provincial funds, whereas municipal roads might be sup- 
ported partly by the province and partly by the municipality, 
and the local roads should be more largely supported by the 
municipality. In each case the province would give expert super- 
vision, assistance, and partial support. A system of this kind 
should encourage local effort and co-operation to a greater 
extent since the provincial support would be conditioned upon 
local co-operation and effort. 

5. The existing Rates and Taxes Act should be repealed 
and modern legislation enacted. Either the province should pro- 
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vide more adequate methods for the assessment and collection 
of income taxes or it should not permit municipalities to attempt 
this form of taxation. A provincial income-tax act might be 
drafted and used largely for municipal purposes. The act should 
follow closely the federal definition of income, and provincial 
supervision and assistance should be given in administration. 
Until such provincial assistance is provided income taxation 
might be limited to such cities—for instance, Moncton and St. 
John—as have modern methods of income assessment and ad- 
ministration, or to such other cities or towns as will adopt such 
methods. 

6. The time has arrived for provincial and municipal co- 
operation in the administration of taxation. So far in the life of 
the province there has been segregation in taxation and inde- 
pendence in administration. Municipalities have imposed direct 
taxes upon property and incomes and have practically denied 
the right of the province to tax the same sources. “No direct 
taxation for provincial purposes” has been the slogan of many a 
provincial election. Municipal administration has been ineffi- 
cient, but jealous of any provincial regulation or supervision. 
On the other hand, the province has secured its revenue from 
rentals of the crown lands, the federal subsidy, and taxes upon 
successions and corporations. But recently, during the depres- 
sion in the lumber industry, the stumpage rates have been great- 
ly reduced; the federal subsidy has not been increased for many 
years; and the taxes imposed upon successions and corpo- 
rations are about as high as the province can wisely exact. Yet 
there is a deficit that must be met. The province must find other 
sources of taxation. In the nature of the case this province must 
resort to some direct taxation of the property and incomes of 
citizens. Already the western provinces have direct taxes upon 
real estate, and two provinces impose direct income taxes for 
previncial purposes. It is evident that increased revenue must 
be found by a more general system of taxation. The time is 
therefore ripe for a larger co-operation between the province 
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and the municipalities in the administration of taxation. The 
province should provide the supervision and expert assistance 
and the municipal officers should assess and collect the property 
taxes. The province should enact and administer a provincial 
income tax, and a certain percentage of these taxes should be 
used for provincial purposes. 


W. C. KeresTEap 


New Brunswick, CANADA 





WASHINGTON’S MINIMUM-WAGE LAW AND 
ITS OPERATION 


When, with an air of finality, the Supreme Court of the 
United States declares the compulsory minimum-wage law of a 
second state—Arizona—illegal, it is not an inopportune moment 
to attempt to gauge the ensuing loss. Have minimum-wage laws 
been of benefit to employees? Have they injured business? Is 
their administration satisfactory? Are they, in short, worth a 
long and arduous campaign for legalization if the alternative is 
anon-compulsory law of the Massachusetts type? From the ex- 
perience of American states, advocates of minimum wage before 
the courts have answered the first question with an emphatic 
affirmative; the second, with a somewhat less emphatic nega- 
tive; the third they have been disposed to ignore when they 
have not commended; and the last is a:‘matter for the future. 

Since 1913 the state of Washington has been experimenting 
with a minimum-wage law, and from its record we shall attempt 
to answer these same questions. In most respects, Washington’s 
experience is similar to that of its much-discussed neighbors to 
the south, but certain peculiar administrative problems, cen- 
tered in political interference with the minimum-wage commis- 
sion, make its history of especial value when a revision of laws 
is undertaken. 

The period of its operation, 1913 to 1925, while long enough 
to justify conclusions, is perhaps not typical because it includes 
the years of the war and the subsequent years of acute depres- 
sion. For that very reason, however, it is an excellent test of the 
operation of any law, for it shows the difficulties which appear 
under maximum strain. 


PROVISIONS OF THE LAW 


The Washington law of 1913 followed the Oregon rather 
than the Massachusetts model. It is of the mandatory type, 
vesting in a commission the power to determine and to enforce 
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wages and working conditions for employed women and minors 
in all occupations.’ Violation of a commission ruling is a misde- 
meanor punishable by a small fine. The nominal jurisdiction of 
the commission extended, in 1920, to about 68,000 women and 
13,000 children under eighteen.” 

The administrative commission, known as the Industrial 
Welfare Commission, was originally composed of the state com- 
missioner of labor and four unsalaried persons from the “disin- 
terested public” appointed by the governor for terms of four 
years.* In 1920 the Commission was replaced by the Industrial 
Welfare Committee, drawn from the heads of bureaus of the 
state department of labor and industries. In this board, under 
both its titles, has been vested sole power to order “suitable” 
minimum wages, to regulate working conditions for women and 
minors, and to grant licenses permitting apprentices and the 
physically defective to work for less than the minimum. 

The pivotal point of minimum-wage administration is the 
advisory conference system which provides the direct connec- 
tion between industries and the Commission. Before any order 
governing adult women can be issued a conference must be 
called. It conducts hearings and recommends standards which 
the Commission may accept or reject, but which it may not 
amend. In the event of rejection the findings may be resub- 
mitted or a new conference may be called. The Commission 
has followed the practice of choosing the nine members of each 
conference from its own panels of employers, employees, and 
the public, with a commissioner as chairman. In matters con- ° 


*State of Washington, Session Laws of 1913, chap. clxxiv. 


*U. S. Census, 1920. This estimate excludes 7,558 women entrepreneurs, 
such as farmers and gardeners, real estate agents, retail dealers, boarding- and 
lodging-house keepers, hotel-keepers and managers, laundresses not in commercial 
laundries, and restaurant keepers. Professional women numbering 17,097 are also 
excluded. 


* The act debarred from appointment anyone who for five years next pre- 
ceding his appointment had been a member of any “manufacturing or employers’ 
association or of any labor-union.” In practice the disinterested public has in- 
cluded clergymen and other professional persons and club women, rather than 
industrial leaders. 
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cerning only minors and apprentices no reference to a confer- 
ence is required. 

Unlike the Massachusetts law, under which the condition 
of business must be considered in determining wages, the Wash- 
ington law requires only that working conditions shall be “rea- 
sonable and not detrimental to health and morals, . . . .” and 
that wages be “sufficient for the decent maintenance of wom- 
en.”’* In practice, however, the condition of business has been a 
determining factor because of the advisory conference system. 
Whatever the wage, it must be uniform throughout the state 
for the one industry, with the sole exception of wages of tele- 
phone operators.° A wage order, once issued, cannot be recon- 
sidered by the commission until a year has elapsed. 


SURVEY OF WAGES AND WORKING CONDITIONS, I913-14 


The first Commission, appointed by the Governor in July, 
1913, was nonpartisan. It included one Republican, one Demo- 
crat, one Prohibitionist, and two of unknown political affilia- 
tion. More recent appointments have not always followed this 


excellent precedent. 

A state-wide study of the employment of women and chil- 
dren occupied the Commission for the major part of the first 
year.® Its most striking discoveries were the very low level of 
earnings and the great variation in wage rates from plant to 
plant within one industry, and even within a single factory. For 
purposes of the investigation, ten dollars weekly was accepted 
as the minimum sum necessary to maintain an adult woman. 
Judged by this standard more than half of the women employed 
in retail stores, telephone and telegraph offices, and in factories, 


“State of Washington, Session Laws, 1913, loc. cit., Sec. 7. 


* Ruling of the Attorney-General. Washington State Industrial Welfare 
Commission, First Biennial Report (1913-14), pp. 108-9. By a special act of 
1915, the telephone exchanges were excepted (Acts of 1915, chap. Ixviii). 

*Each member of the Commission was alloted a part of the survey. Data 
were collected by questionnaire, personal investigation, and informal conferences. 
This material was compiled and edited by Miss Caroline J. Gleason, secretary of 
the Oregon Industrial Welfare Commission. Washington State I. W. C., First 
Biennial Report, Appendix A. 
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exclusive of fish and fruit canneries, earned less than a living 
wage. 

In fish canneries, 80 per cent of the women employed earned 
$10 or more. Their advantage was more apparent than real, 


PERCENTAGE OF ADULTS EARNING 
Less than $10 $10 or over 


Factories 

Fish canneries 
Laundries 
Retail stores 


Telephone companies 





Percent 100 80 60 40 20 4o 20 40 60 80 


PERCENTAGE OF MINORS EARNING 


Less than $10 $10 or over 


Factories 
Fish canneries 


Retail stores 
Telephone companies 





Per cent 100 80 60 40 20 o 20 40 60 80 100 


Fic. 1.—Weekly earnings of women and minors, 1913 (Washington State I.W.C., 
First Biennial Report, Appendix A, pp. 19, 25, 30). Statistics on factories are exclusive 


of fish and fruit canneries; those on laundries include 149 minors, 6.4 per cent of total; 
those on telephone companies are rearranged from table showing monthly earnings. 


however. The eight-hour law does not apply to women em- 
ployed in handling perishable food products, and large earnings 
resulted from very long hours at relatively low hourly rates. 
As Table I indicates, the skilled trades of book-binding and gar- 
ment-making were the highest-paid factory groups, while candy 
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and cracker workers were the most poorly paid. The earnings 
of beginners in some factories were as low as $3, while approxi- 
mately 4 per cent earned less than $5 weekly. 

The lowest wage scale in any occupation was that of the 
five-, ten-, and fifteen-cent stores, where 45 per cent of the 
adults and over 80 per cent of the minors earned not to exceed 


TABLE I 


WEEKLY Earnincs oF ADULT WOMEN EMPLOYED IN MANUFACTURING* 








DIsTRIBUTION OF EARNINGS 





$6 or Under $6-$7.05 $8-$0.95 $xo or Over 





Per- Per- Per- Per- 
Num- 
cent- cent- cent- 
ber ber age ber age 





Book-binding 68 
Candy and cracker. .. 400 
Fish-canning 1166 
Fruit-canning 288 
Garment and textiles. 180 
Milk-condensing 67 
Other foodstuffs... .. . 141 
Paper and paper box. . gt 
Shoe manufacturing. . 34 


5 : 16.2 76.5 
158 ; 22. 22.8 
62 A 13. 80.9 
47 ; 60. 13.5 
26 5 32. 50.0 
23 : 34. 28.4 
53 17.0 
29 , 23. 28.5 
4 


ONO OHIO 
Com Ww COM MO 











All industries 2,435 407 


























* Washington State I. W. C., First Biennial Report (1913-14), Appendix A. p. 25. 


$1: a day. This is in contrast to the situation in other retail 
stores, where only 3.4 per cent of the employees earned as little 
as $1 a day and more than half received $10 or more a week. In 
laundries over 70 per cent of the women and girls were paid 
inadequate wages, owing to irregularity of employment as well 
as to low hourly rates.” Clerical workers enjoyed the most pleas- 
ant working conditions in any of the trades, and a great major- 
ity of the women were adequately paid according to the Com- 
mission’s tentative standard. 

There was great diversity in provision for the comfort of 
the workers. In too many cases there were no restrooms or 

™No separate classification of wages of adults and of minors is given. Only 


6.4 per cent of the 2,304 female laundry workers were under eighteen years of 
age. Washington State I. W. C., First Biennial Report, Appendix A, p. go. 
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lunchrooms, and light, heat, and ventilation were of minor con- 
cern to the management. The need for standardization of work- 
ing conditions would in itself have justified state regulation had 
the prevailing low earnings not done so. 


REGULATION OF WAGES BY THE INDUSTRIAL WELFARE 
COMMISSION, 1914-20 

1. Minimum wages for adult women, 1914-15.—The In- 
dustrial Welfare Commission’s first concern was with wages in 
the most sweated trades. It did not at first extend its jurisdiction 
to fish- and fruit-canning, domestic service, and agricultural 
labor. Although the wage order of 1918 technically covered all 
occupations, the Commission has never given special considera- 
tion to women in the professions, owing perhaps to relatively 
high earnings and to the prevailing cpinion that professional 
workers are not “wage-earners.” 

By the end of June, 1915, the following minimum-wage 
rates had gone into effect in the state of Washington: 


Weekly Wage I. W.C. 
Industry Rate Order Number 


oe eee ee ee ee I 
Eg og” A Se ee aS 8.90 
Laundry and dye works . . ... . 9.00 
Telephone and telegraph . . . . . . 9.00 
Se ae ee ae eae oe ee ee 10.00 
Hotel and restaurant (except waitresses) be a 9.00 


The existence of these three different minima in occupations 
requiring approximately the same degree of skill and assuming 
much the same standard of living can be explained only by the 
vagaries of the advisory conference system. Each wage rate was 
determined by an independent conference for that one industry. 
The Commission’s only means of standardizing rates was its 
power to appoint the personnel of the conferences and to veto 
recommendations. It used this power to call second conferences 
in two industries in which the recommendations were unsatisfac- 
tory. Its policy was to select conferees who would be “fair to the 
girls.” “Outstanding, well-known people of the state” were 
chosen as the representatives of the public, one from the educa- 
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tional field, one from the professions, and “always one woman.’” 
Employers represented both large and small business, and both 
eastern and western Washington. In those cases in which the 
employees were organized, one union and one non-union repre- 
sentative were selected. In no case did the Commission permit 
the parties in interest to name their own representatives. 

In estimating the cost of living, each conference drew up its 
own original budget for a woman living independent of her fam- 
ily, the basis which had been accepted from the first.° 

The variation among the items of the budgets agreed upon 
by six conferences is evidence that a method of discussion and 
compromise rather than one of careful investigation was used to 
determine both quantity and quality of the various items de- 
tailed in Table II. It is not surprising that a waitress’ laundry 
bill should be large, or that a shop girl’s clothing allowance 
should be greater than that of a factory operative, but there is 
mystery indeed in allowing the latter $60 less per year for board 
and room than the former, and in allotting office workers $12.66 
for insurance and telephone operators only $1.12. With the ex- 
ception of the office conference of 1914, each conference reached 
a bargaining stage in which the widely differing estimates of the 
conferees were finally harmonized into a compromise wage 
rate.’ To have given the members of the conferences no more 
power than to price and certify a predetermined quantity budget 
would have insured more carefully determined wage rates, but 
it would have made conferences practically superfluous. The 
advisory conference system, despite its defects, has justified 
itself as a means of developing responsibility on the part of em- 
ployees and employers for the successful enforcement of the 
minimum-wage law. Moreover, it has made it possible to adjust 

® Letter to the writer from Mrs. W. H. Udall, former member and secretary 
of the I. W. C., August 19, 1923. 


° The 1913 survey showed that in a sample of 2,075, 36.5 per cent were liv- 
ing independent of their families. Of those who lived at home, 66.4 per cent con- 
tributed a definite sum to the family income. As a group, those living away from 
home earned higher wages. Washington State I. W. C., First Biennial Report, 
Appendix A, p. go. 


* Letter to the writer from Mrs. W. H. Udall. 
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wages to what an industry was thought to be able to bear. With 
the present (1925) doubtful popularity of state wage regula- 
tion, automatic determination of wages, however accurate in 
adjusting rates of pay to need, would probably be impolitic. 


TABLE II 


CONFERENCE BuDGETS FOR WoMEN IN Srx InpustTRIEs, 1914* 








INDUSTRY 





Bupcet ITems 
Retail 


Tele- Restau- 
Stores Office 


Factory phone rantst 





Board and room $302.92/$242.09 - 75|$266 .93|$286 . 46/$286 . 38 
Clothing: 

Coats, suits, dresses 46.77] 48.48 : 52.08] 84.55] 62.20 

Gloves, hosiery, underwear, 
17.51] 24.94 ; 26.00) 34.86) 24.22 
6.75 7.00 . 12.39} 9.81] 9.37 
Laundry and repairs 24.90] 20.23 ‘ 10.54] 62.31} 19.06 
Shoes, rubbers 10.54] 9.44 , 13.78] 13.77| 11.02 





Total clothing... $106. 47|$110.09 ‘ . 79|$205 . 30|$125.87 


Miscellaneous: 
$ 32.20/$ 26.84 , -93|$ 13.05|/$ 27.59 
Dues and contributions... . . 8.90} 11.37 ; 6.28} 10.31] 8.76 
Insurance 3.05 7.56 ‘ 1.12} 3.80] 12.66 
Medicine and dentistry 25.42] 17.50 ; 9.89} 11.82) 12.82 
Newspapers, stationery, post- 
15.84) 7.54 : 5.63} 6.98} 7.87 
20.40] 25.27] 17. 21.27| 20.79] 27.23 
4-71, 14.54] 10.66) 13.16] 13.49] 10.82 





$110. 61/$110.62/$ 90.68)$ 86. 28/$ 80. 24/$107.75 





$520.00/$462 . 80|$468 . 00/$468 . 00|$5 72. 00]/$520.00 























* Washington ay L.W.C., First Biennial Report, loc. cit., pp. 24-36. These budgets represent 
the annual cost of living for an adult woman living away from home, and aren e basis of minimum- 
wage rates. The items have been reclassified in the preparation of the table. 


ena t This estimate was rejected by the Industria] Welfare Commission and revised downward in 

It is difficult to judge of the adequacy of these wage rates of 
1914-15. There is one rough measure of their adequacy, name- 
ly, the actual expenditures of 112 wage-earning women, recorded 
for the Commission in 1914. The average of these expenditures 
is not necessarily representative, since the sample is small and 
the accounts were not supervised. By this standard, however, 
mercantile and office workers earning the exact minimum could, 
if continuously employed, make both ends meet, while factory 
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and laundry workers would be forced to reduce their expendi- 
tures $30 or have a deficit at the end of the year. The best that 
can be said for these wages is that they provided the mere essen- 
tials of decent living, and that only on the assumption of regular 
employment for fifty-two weeks. The small allowances for in- 
surance, ranging from $12.66 to $1.12 yearly, were the only 
provision for saving. Unemployment is to be expected at inter- 
vals in almost every industry. In Washington, in so-called “nor- 
mal times,” it is characteristic of the food industries, and of 
laundries as well. The Industrial Welfare Commission has never 
provided adequately against unemployment. Its two orders 
touching on the problem have been little more than gestures. In 
1915 an attempt was made to reduce loss of time by ordering 
that an employee be paid for time in which she held herself in 
readiness for work and, under the war order of 1918, an estab- 
lishment offering less than full-time employment was required 
to post a schedule of hours in advance.** While it is true that 
legal minimum rates represented a great advance over those de- 
termined in the ordinary course of competitive industry, they 
may fairly be criticized for failure to provide for emergencies.” 

Working conditions were also improved by these first wage 
orders. “Proper” lavatories and “adequate” heat, light, and 
ventilation were ordered for all occupations, the definition of 
“proper” and “adequate” being left to the Commission. The 
conferences for retail stores, factories, and telephone and tele- 
graph offices ordered restrooms to be installed and, in addition, 
the mercantile and office regulations made a one-hour lunch 
period obligatory. 

2. Wages of minors 1914-20—The Industrial Welfare 
Commission has used its power to regulate the work of minors, 
to raise their wages, and to prevent their employment in occupa- 
tions considered unduly strenuous or “morally contaminating.” 
A vague form of the theory of productivity seems to have fig- 
ured in the increase in wage rates, together with a desire to make 


* Washington State I. W. C., Order No. 18, September 10, 1918. 
” For the effect of the minimum-wage orders on rates of pay, see this article, 
p. 711. 
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unprofitable the wholesale replacement of experienced workers 
with lower-paid younger persons. 

A basic weekly wage of $6 was ordered for all minors in 
1914 and 1915.** The employment of boys under fourteen and 
girls under sixteen had already been prohibited by the child 
labor law. Because this flat rate of $6 did not prevent the under- 
payment of experienced minors, a scale graduated according to 
age and length of employment was introduced in 1917. It had 
the additional advantage of minimizing the danger of displace- 
ment of adult women by minors. For beginners under the age 
of sixteen a minimum of $7 in hotels and restaurants and $6 in 
other industries was established. For minors between the ages 
of sixteen and eighteen the beginners’ minimum was $8 in hotels 
and restaurants, $7.50 in offices, and $7 in other occupations. At 
the end of each six months of experience the minimum increased 
by a fixed sum until the minimum for women in the same occu- 
pation was reached. The same orders prohibited the employ- 
ment of young persons before 6 A.M. or after 7:30 P.M. and 
established an eight-hour day and a six-day week. Girls were 
barred from certain positions held to be injurious to health and 
morals, such as that of “shaker” in laundries and clerk in cigar 
stores and outdoor messenger and delivery service.** During the 
war the Commission added certain phases of railroading, ship- 
building, lumber, and metal work to the forbidden list for girls. 

Minors shared in the general rise in wage rates coincident 
with the increased cost of living during the war. A basic weekly 
rate of $9 was set for all beginners, regardless of age. This 
increased $1 every six months until their earnings reached the 
adult minimum of $13.20. This order remained in force until 
the régime of the Industrial Welfare Committee in 1921. 

3. Regulation of apprenticeship—The control of wages 
during the learning period when the worker’s productivity is 
low raises three questions: first, How long does the mastery of 
a trade require? second, Can skill in one trade be transferred to 

* Washington State I. W. C., First Biennial Report, Order Nos. 2, 4, 6, 9, 
II, 13. 

“ Washington State I. W. C. Order No. 17, September 14, 1917. 
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another slightly different one? and third, What is the worth of 
an apprentice to the employer? For each trade the answer is, of 
course, a different one. In framing its regulations the Commis- 
sion was guided by a desire to prevent the displacement of expe- 
rienced workers by apprentices, to approximate the productivity 
of the typical employee, and to protect the worker against en- 
forced shifting to a new “trade” at a beginner’s wage. The first 
problem was of most immediate importance because the em- 
ployers had shown a tendency to replace girls who had just com- 
pleted their apprenticeship with new apprentices. This difficulty 
was met by limiting the percentage of the total number of em- 
ployees who might be apprentices, receiving less than the mini- 
mum, to 17 per cent in retail stores and to 25 per cent in laun- 
dries. The second aim was to obtain for the apprentice the 
largest sum consistent with her productivity and to terminate 
apprenticeship in the shortest possible time. In this matter the 
employers had very definite convictions, according to a former 
member of the Commission: ‘The employers asked for an ap- 
prenticeship of one year for all workers. Some of the employers 
admitted to me that this would enable them to avoid paying the 
minimum to their efficient low-grade help.”** The apprentice- 
ship of one year was granted only in retail stores, millinery 
shops, and beauty parlors. The customary telephone appren- 
ticeship was reduced from eighteen months to nine months, 
and that in laundries, to six months. At first no general order 
covering manufacturing was formulated, and each process was 
considered separately. The beginners’ rates approximated those 
for minors, except in the case of employees of millinery and 
beauty shops, who were paid only $3 weekly. As in the case 
of minors, the weekly wage increased as the apprenticeship pro- 
ceeded.*® While some employers took full advantage of their 
right to hire apprentices at low rates of pay, a survey made by 
the Commission in 1916 indicated that the practice was not 
widespread, since comparatively few adults were serving ap- 

* Letter to the writer from Professor Theresa McMahon, a member of the 
original Industrial Welfare Commission. _ 

* Washington State I. W. C., First Biennial Report, pp. 63-64. 
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prenticeships. They were employed chiefly in factories, tele- 
phone exchanges, and retail stores. 

These first apprenticeship orders have cine as the basis 
for succeeding ones, without important changes in principles. 
It was soon recognized that the first training periods were un- 
duly long. By 1920 there had been sharp reductions in all occu- 
pations, so that the longest term was nine months in the more 
intricate manufacturing processes, and none was permitted in 
hotels and restaurants and in canneries. Of equal importance 
was the ruling that the combined forces of minors and appren- 
tices must not form more than 25 per cent of the total number 
employed in any establishment. Wages advanced automatically 
from the base of $9 a week to $10, $11, and $12 as each of the 
four stages in the period of training was passed." 

As labor became more and more scarce during the years 
1917 to 1920, the regulation of apprenticeship became less of a 
problem. Many employers voluntarily established shorter train- 
ing periods at higher wages, while others started beginners at 
the legal adult minimum. At the peak of prosperity it is not sur- 
prising that the Commission, in a review of apprenticeship, con- 
cluded that its regulations were quite satisfactory. 

The depression years, beginning with 1921, have demon- 
strated the great difficulty of preventing the discharge of ap- 
prentices who have completed their training in one occupation 
in order to start them on another apprenticeship at lower wages 
in a slightly different process, often in the same factory. The 
Industrial Welfare Committee, successor to the Commission, 
has increased the difficulty by an order permitting manufactur- 
ers to pay an experienced worker $1.20 less than the minimum 
for a period of three months if she is employed in a plant other 
than the one in which her apprenticeship was served.** Since an 
experienced employee can usually adjust herself to a new estab- 
lishment in less than three months, it seems that the ruling fav- 
ors the employer unduly. 


* Washington State I. W. C., Fourth Biennial Report (1919-20), pp. 29-34- 
* Washington State I. W. C., Order No. 29. 
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Minimum-wage boards might well consider whether appren- 
ticeship is justifiable for amy length of time in certain other oc- 
cupations, such as selling in retail stores and certain unskilled 
types of clerical work, and also whether specialized training, if 
necessary, is not a cost which should properly be borne by indus- 
try in the form of full-time wages. 

4. War-time wages.—The first sweeping revision of adult 
wages came as a result of the sharp rise in the cost of living in 
1917 and 1918. The Commission at first regarded high prices 
as temporary and looked to the employers to increase wages in 
proportion to the increase in the cost of living. By proclarhation 
in January, 1918, it appealed “to the patriotic sense of duty and 
obligation resting upon the employers of the state to grant to 
their employees . . . . a proper increase of wages... .” Mere 
appeal was not sufficient and, in response to widespread appeals 
from the women of the state, the required study of earnings was 
begun. The prevailing wage of $9 would then need to be in- 
creased to $12.15 in order to offset the rise in the cost of living 
and to restore its former purchasing power. More than 60 per 
cent of the 8,000 women who replied to the commission’s ques- 
tionnaire received less than that figure. It would appear, there- 
fore, that the percentage of workers earning less than the sum 
required to constitute a living wage had become as large as it 
had been before the early orders were issued. 

The “War Emergency Conference” was immediately called 
to consider establishing a new minimum. it was the first confer- 
ence to recommend one minimum wage for women in all indus- 
tries. A new minimum of $13.20, to be effective for the duration 
of the war, was agreed upon only after long debate. It repre- 
sented a compromise between the interests of eastern Washing- 
ton, which is predominantly agricultural, and those of western 
Washington, which had prospered more as a result of the boom 
in war industries and would have agreed to a higher wage. This 
order applied to all gainfully employed women, and included 
the fish- and fruit-cannery employees, hitherto unregulated. 
The conference also accepted the United States War Labor Pol- 
icies Board’s rule of “equal pay for equal work,” reserving to 
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the Commission the task of interpreting “equal.” This did not 
progress beyond the proclamation stage, however. 

Up to this time the administration of the minimum-wage 
law had proceeded smoothly with no serious opposition to the 
Commission from any source. For the two years following the 
wage order of 1918 the Commission worked under very great 
handicaps: the open opposition of employers, a lack of co-oper- 
ation on the part of the governor, and the rising cost of living. 

The first open defiance of orders came from the hotel-keep- 
ers, as a result of an amendatory note to the War Emergency 
Order in which the Commission stated that the minimum of 
$13.20 referred to a working week of forty-eight hours and 
called for an hourly rate of 2714 cents. One hotel manager vio- 
lated this regulation by forcing a girl receiving the minimum to 
work longer than forty-eight hours a week. The Commission 
sued to recover her back wages, but the suit was lost on the 
ground that, in the absence of an explicit conference recom- 
mendation on the length of the working week and the hourly 
rate, the Commission had no power to enforce its amendment.” 
Certain hotels and restaurants and telephone companies took 
advantage of the decision to require that their employees work 
a seven-day week. 

Meanwhile employees were protesting that their wages, at 
minimum rates, were inadequate to meet the rising cost of liv- 
ing. The index number of the cost of living in Seattle had risen 
from 131.1 in December, 1917, to 169.9 in December, 1918, and 
to 197.7 a year later, as against the base of 100 in 1914.” The 
minimum of $13.20 was only 46 per cent higher than the $9 
wage of 1914. The Commission was prevented from attempting 
any revision until November, 1919, by an innocent-looking sec- 
tion in the law which prohibited any changes until an order had 
been in effect one year. 

As soon as possible in 1919 the Commission, proposing 
revision of its standard, began the required investigation of 

” State of Washington vs. H. S. Moore, Superior Court of the State of 
Washington, County of Spokane, Memorandum opinion No. 6697, July, 1919. 

” Monthly Labor Review, February, 1923. Base, December, 1914. 
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wages and working conditions in hotels and restaurants and in 
factories. Assuming that earnings of $9 per week were ade- 
quate in 1914, $18 would have been necessary to maintain the 
same standard of living in Seattle in 1920. By this criterion 90 
per cent of the women employed in hotels and restaurants, and 
74 per cent of those in manufacturing, were underpaid. Many 
factory employees found it impossible to earn even the minimum 
of $13.20 because of a forty-four hour working week at mini- 
mum hourly rates. 

In May, 1920, the Commission called a public housekeeping 
conference, for which the state hotel association and the wait- 
resses’ union of Tacoma were allowed to suggest conferees. The 
conference was unanimous in recommending a minimum of $18, 
or 37% cents an hour for a forty-eight hour week. In face of 
the determined opposition of the state hotel association, the rec- 
ommendation was accepted by the Commission and became 
effective in June, 1920." The hotel owners then opened a legal 
attack. They sought an injunction against the order, and, fail- 
ing that, began a test case to determine the constitutionality of 
the minimum-wage law. Meanwhile, they disregarded the new 
minimum wage with impunity. The law was upheld by the state 
supreme court in a decision rendered two months later, and the 
new rate became really effective.?* 

Meantime, a conference had been called to adjust wages in 
factories. The manufacturers, having previously given notice of 
their intention to “fight all proceedings,” appeared at the pre- 
liminary conference hearings in great numbers and for the first 
time refused to discuss any question except through their attor- 
neys. Following their testimony the conference was so evenly 
divided that it disbanded without reaching any agreement upon 
wages. The Commission then assembled another conference. 
The controversy again centered about the cost of a “health and 
decency” standard of living for a working woman living inde- 
pendent of her family. As at the preceding manufacturing con- 
ference, the factory owners retained public accountants to pre- 


™ Washington State I, W. C. Order No. 21. 
™ Spokane Hotel Company vs. Younger, 113 Wash. 359, 194 Pac. 595. 
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pare and present their budgets. In the three weeks which 
elapsed between the two conferences one accountant had re- 
duced his estimate of the necessary minimum from $16.50 to 
$14.45, and another, from $15.00 to $13.75."° One year later, 
after prices had begun to fall, an investigator checked the cloth- 
ing budget presented by the Seattle employers by buying the 
cheapest articles available in department-store basements, with- 
out regard to quality or style. Some of the articles were so poor 
that they fell to pieces when first laundered. The amount spent 
by the purchaser of these inferior articles was only $4.28 less 
than the annual allowance for clothing in the employers’ budget. 
So much for the public accountant as a budget-maker. The 
estimates presented by the workers averaged $22.09; those of 
the employers ranged from $13.76 to $14.45, and the Commis- 
sion suggested $18, based on the change in index numbers of the 
cost of living. The conference finally recommended the Com- 
mission’s figure. 

Before the Commission took final action upon the confer- 
ence findings there occurred one of those political byplays which 
are the ruin of administrative boards and the despair of polit- 
ical scientists. In order to explain the situation it will be neces- 
sary to discuss the personnel of the Commission. 

In April, 1920, the $18 wage for hotels and restaurants had 
been ordered by a complete Commission of five, including Dr. 
M. H. Marvin, who had been a member from the first, Mrs. 
W. J. Kennedy, Mrs. George P. Hardgrove, Mrs. W. S. Gris- 
wold, and the state Commissioner of Labor. In the interim be- 
tween the first and second manufacturing conferences (April 
29 and May 18, 1920), Mrs. Griswold was notified by the exec- 
utive office that her term had expired in the preceding January. 
Mrs. Griswold had made no secret of her approval of a higher 
minimum. A second vacancy was soon created by the voluntary 
resignation of Mrs. Hardgrove. The vote among the remaining 
commissioners was known to stand two to one in favor of a wage 
of $18. The state Commissioner of Labor alone was opposed. 


* Unpublished copy of employers’ budgets, loaned by a former Commis- 
sioner. 
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At this time the Associated Industries and other employers’ 
associations, in the height of their economic and political power, 
were engaged in an active drive against trade-union organization 
and wage increases. They took up the fight against the $18 wage 
in manufacturing. The controversy continued throughout the 
summer and the early fall months preceding the November elec- 
tions. 

On the first of June, shortly before a vote was to be taken on 
the factory wage, Mrs. Lucy Redpath was appointed to succeed 
Mrs. Griswold. There is no evidence that the views of this new 
member were known in advance of her appointment. They did 
become known to certain interested parties before a final vote 
was taken, however. The situation is fully described in pub- 
lished correspondence between the chairman of the State Safety 
Board, a power in the state capital, and the secretary of the In- 
land Empire Employers’ Association. The following is an ex- 
tract from a letter from the chairman of the State Safety Board, 
dated June 12, three days before the vote was taken on the fac- 
tory wage. After stressing the confidential nature of his commu- 
nication and accepting full responsibility for the views ex- 
pressed, the writer states: 

My strong advice to Governor H— has for the past week been as 
follows: 

As at present constituted and without the appointment of a successor 
to Mrs. Hardgrove, the Commission will stand a tie, and therefore abso- 
lutely deadlocked upon the conference report for a factory minimum-wage 
scale. With this condition there will be nothing done unless a compromise 
decision can be reached This result will leave the situation as it 
now stands . . . . and there will be, as a result, no disturbance from those 
who are today threatening industrial disturbance, if the decision of the 
Commission is other than that of the recommendation of the conferees. 

Now, if a new appointment is made upon this Commission at this time, 
the appointee qualifying and taking part in the Seattle conference relating 
to this hearing, this appointee will necessarily vote without having heard 
the subject matter discussed The reflection of this vote must neces- 
sarily reach back to the Governor, as it will be very hard, indeed, success- 
fully to controvert the statement that the appointment was made with 
knowledge of the position of the appointee on the question under consid- 
eration. 
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In view of this presentation of the situation as I view it, I think you 
will concur in the decision that the Board had better remain as it now is 
until after all of the questions now before it have been finally dosposed of.*+ 


The prediction of the chairman of the State Safety Board 
proved to be correct. The newly appointed member joined the 
Commissioner of Labor in voting against the proposed $18 wage. 
This created a tie and defeated the recommendation of the con- 
ference. The governor refused to appoint a fifth member to 
break the deadlock. In protest against this the secretary of the 
Industrial Welfare Commission and the two commissioners who 
had favored the higher minimum resigned. After their resigna- 
tion no further effort was made to increase wages to offset the 
increase in the cost of living. For all practical purposes this 
episode ended the useful life of the Industrial Welfare Commis- 
sion, for it was soon replaced by the Industrial Welfare Com- 
mittee. 


THE ADMINISTRATION OF THE INDUSTRIAL WELFARE 
COMMITTEE, 1920-25 


In a general reorganization of the administrative depart- 


ments of the state government in 1921 the machinery for the de- 
termination of minimum wages became a subordinate part of 
the state department of labor and industries. The Industrial 
Welfare Committee, which replaced the Commission, is com- 
posed of the director of this department, the supervisors of in- 
dustrial insurance, of industrial relations, and of women in 
industry, and the industrial statistician.** Each is a salaried 
state official appointed by the governor and, in the absence of 
civil service, subject to a certain amount of executive control. 
In every other respect the provisions of the original act are in 
force. 

Upon its entrance into office in 1921 the Committee called 
a series of conferences to reconsider the war-time wage orders 
and the hotel and restaurant minimum of $18. The Department 


™ Published in the Seattle Star, September 13, 1920. Italics mine. 


* State of Washington, Department of Labor and Industries, First Report, 
for the year ending June 30, 1922 (Olympia, Washington, 1922), p. 100. 
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of Labor and Industries estimated that the cost of living in 
Seattle called for a minimum of $14.69.”* In the final orders this 
was approximated only for workers in hotels and restaurants, 
whose wage of $18 was reduced to $14.50. In all other indus- 
tries the war-time minimum of $13.20 was ordered retained.” 
When these wage orders became effective the wage rate still 
lagged behind the price level. The cost of living in Seattle was 
75 per cent higher in September, 1921, than in December, 1914, 
and the minimum was only 46 per cent higher. In 1925 it is still 
inadequate. The minimum remains at $13.20 and the cost of 
living in Seattle is very little lower than in 1921.%* The wage 
policy of the Committee is in a sense typical of its whole policy, 
which has been characterized by the maintenance of the status 
quo. 

1. Machinery of enforcement.—When the Industrial Wel- 
fare Commission was in office, responsibility for the enforce- 

‘ment of minimum-wage orders was divided between the secre- 
tary of the commission and the factory inspectors employed by 
the state Commissioner of Labor. The members of the Commis- 
sion were also active in making informal inspections and in in- 
vestigating complaints. Violations were detected by study of 
pay-roll data furnished at intervals by employers, and by rou- 
tine inspections. It proved easier to enforce the minimum-wage 
law than the eight-hour law, because women were more willing 
to report deficient wages than long hours. 

The Industrial Welfare Committee shares in the services of 
the staff of the Division of Industrial Relations, which employs 
fifty-three inspectors and five assistant supervisors for the en- 
forcement of all labor laws.”® The Supervisor of Women in Indus- 
try also devotes her entire time to the administration of minimum 

* Unpublished budget presented to the manufacturers’ conference, October 
20, 1921. Furnished by the Supervisor of Women in Industry. 

™ Industrial Welfare Committee, Order Nos. 23, 25, 27, 28, 29, 30. 


* Monthly Labor Review, Vol. XXI, No. 2 (August, 1925), p. 71. The index 
number of the cost of living in Seattle in June, 1925, was 70.5. The base is De- 
cember, 1914. 

” Letter to the writer from the Supervisor of Women in Industry, Decem- 
ber 20, 1924. 
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wages. The other members of the Committee, unlike the unsal- 
aried commissioners, have no time to devote to the day-to-day 
work of the Industrial Welfare Committee. The present staff of 
the Department of Labor and Industries makes a large number 
of “inspections” annually. For the ten months ending April 30, 
1924, they numbered 2,054. It appears that no uniform sched- 
ule, such as that followed by the Women’s Bureau in its studies, 
is used. Inspections are, therefore, not uniform. They have 
been known to be made by telephone. Notice of impending in- 
spection is sometimes to be found in the newspapers in advance 
of the visit. Use is also made of employers’ pay-roll reports for 
statistical purposes. The Supervisor of Women in Industry 
places great confidence in this information, since it is “sent in 
under oath, so there can be no doubt as to its correctness.”*° 

There appears to be room for doubt as to the efficiency of 
the enforcement of the orders of the Committee. In the sum- 
mer of 1923, agents of the United States Children’s Bureau in- 
spected the fish and fruit canneries of the state to determine the 
extent of child labor. They found that the Industrial Welfare 
Committee’s order requiring an eight-hour day and a six-day 
week for all minors, and prohibiting work between 7 p.m. and 
6 A.M., was openly violated in all except two of the canneries 
which they inspected. Most of the canneries were nominally on 
one shift, but they worked at nights and on Sundays whenever 
it was necessary. Children under sixteen, representing 5.5 per 
cent of the employees, worked overtime with the adults.* 

The funds of the Industrial Welfare Commission, limited to 
an annual appropriation of $5,000, were never adequate to per- 
mit the activities which the commissioners desired. This sum 
was stretched to pay the salary of the secretary and the travel- 
ing expenses of commissioners and of conferees. The dearth of 
funds was one reason given for the combination of all industries 
in the War Emergency Conference of 1918. It is difficult to 
ascertain the comparable expenditures of the Industrial Welfare 


* Ibid. 


™ Chief of the Children’s Bureau, Twelfth Annual Report (year ending June 
30, 1924), pp. 12-13. The order violated was I. W. C. Order No. 31. 
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Committee, since its activities are budgeted with those of the 
whole Department of Labor and Industries. The Supervisor of 
Women in Industry has been unable to collect adequate statis- 
tics and to enlarge her activities as she has wished because of 
inadequate appropriations. 


RESULTS OF MINIMUM-WAGE LEGISLATION 


The most important result of state regulation of wages has 
been a leveling-up of earnings of women and children in Wash- 
ington. After the minimum rates of 1914 had been in effect for 
eighteen months the Commission found that the greatly under- 
paid groups of 1913 had disappeared. 


TABLE III 


WEEKLY EARNINGS OF WOMEN AND MINORS, 1913 AND 1914* 
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putwanh ed enchh ange ea ndima 

The Commission’s survey of the last six months of 1914 in- 
cluded selected laundries, retail stores, and telephone offices 
employing in all about 5,000 women and minors. About half of 
the women and children in these retail shops and telephone 
offices had earned less than the new minimum weekly before the 
wage orders of 1913 and 1914 became effective, while only 20 
per cent earned less than that amount in 1914 (see Table III). 
In laundries the proportion of underpaid persons had dropped 
from 43 per cent to 7 per cent. The contrast might have been 
even more striking with a larger group of employees, since the 
wage level for these industries in the first survey of 1913 was 
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lower than that of the selected group studied in 1914. The con- 
tinued payment of less than the minimum to one-fifth of the 
employees at this time is not evidence of violation, for in com- 
piling the statistics the Commission, unfortunately, did not 
segregate wages of minors and apprentices from adults. The 
proportion of minors and apprentices employed in these trades 
as a whole indicates that a large majority of those receiving less 
than the minimum were not experienced adults. That a large 
proportion of wage increases were forced directly by the law is 
evident from the sudden increase in the proportion receiving the 
exact minimum, especially in the laundries (Table III). 

The minimum did not, however, become a maximum. In 
these three occupations a larger number earned over the legal 
rate, with an increase of 25 per cent in the more highly paid 
group of telephone operators after the new rate became effec- 
tive. This same tendency is just as strikingly illustrated in the 
wage levels of 1917 to 1920. In 1918, while the minimum was 
still $9, more than 40 per cent of the employed women earned 
more than $12.15, which was the Commission’s tentative “ade- 
quate wage” for that time. In 1920 only 6 per cent of the laun- 
dry workers, 17 per cent of the factory workers, and 12 per cent 
of hotel and restaurant employees received the exact minimum. 
No adult factory workers were paid less than the legal wage, but 
short-time workers, comprising over 30 per cent of hotel and 
restaurant employees and 7 per cent of laundry workers, re- 
ceived less than the legal weekly minimum, although they were 
paid at required hourly rates.** The marked tendency of earn- 
ings of the majority of workers to rise above the minimum is ex- 
plained by the increased demand for labor due to greater busi- 
ness activity in the post-war years. 

A legal wage rate is, of course, most essential as a dike to 
the workers’ standard of living in a business depression, when 
there is a surplus of labor. It is to be expected that a larger pro- 
portion would then be paid the exact minimum. It is therefore 
especially regrettable that the wage data published by the In- 
dustrial Welfare Committee since 1921 make it impossible to 


™ Washington State I. W. C., Fourth Biennial Report, pp. 52-57. 
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discuss the wage level in any one industry with accuracy. Only 
a most unrevealing average of the earnings of employed women, 
excluding minors, apprentices, and heads of departments, is 
published annually. The average weekly earnings for the first 
six months of 1922 and the year 1923 were $18.59; for 1924 
they decreased to $18.06, and for 1925 they rose to $19.14.** 
These data have been taken from employers’ pay-roll reports 
and have included a different number of firms each year. The 
number of women whose earnings form the basis of the average 
has been known to vary 3,000 from the number used in the pre- 
ceding year. There is no attempt to weight according to the im- 
portance of industries as employers of women. No tables show- 
ing the number of women earning various amounts are prepared, 
because “it would take a great deal of time,” and the appropria- 
tion does not provide for a sufficiently large office force. How- 
ever, since the 1925 average is almost $6 above the present 
(1925) minimum, one may safely assume that the minimum is 
not a maximum. How many women are living on this inade- 
quate minimum, or upon even less, if they are working a short 
week, it is impossible to state. ; 

In the twelve years of the law’s enforcement there has been 
no widespread discharge of women to replace them by men or 
minors because of the minimum. Only twenty-one cases in 
which women lost their positions for this reason were reported 
by 107 employers in 1915. Six of these places were filled by 
other women; six, by men or minors; six were left vacant; and 
the remainder were filled by the employers themselves. The 
owners of retail stores reported only fifty-eight discharges in 
1916. While many cases were doubtless unknown to the Com- 
mission, the absence of any concerted complaint seems to indi- 
cate that the problem was not a serious one. It is more difficult 
to determine whether the proportion of women employed in the 
regulated industries decreased through the appointment of men 
to new positions. The study of 1915 showed an irregular de- 


* State of Washington, Department of Labor and Industries, op. cit., p. 112; 
Secon Report, pp. 117-19, Seattle Times, May 9, 1925. 
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crease of the proportion of women, in the total group of em- 
ployees, of 11% per cent. This is so small as to be inconclusive. 
It might easily be due to changed processes rather than to the 
minimum wage. 


CONCLUSIONS 


From the workers’ point of view, the results are disappoint- 
ing in some respects. The minimum has not been determined by 
the amount necessary for the “decent maintenance of women.” 
It has almost always represented a compromise between the 
workers’ needs and the ability of business to pay. It has, of 
course, with all its limitations, been a very great gain. To avoid 
budgets by compromise, a standard quantity budget, based 
upon workers’ actual accounts, might be used as a guide. If then 
business, as represented in conference, cannot “afford” to pay 
that rate, the reduced one should be recognized for what it is: 
a compromise, inadequate but inevitable. Such a budget should 
include some allowance for saving as a reserve against unem- 
ployment or continued short-time work. The Washington Com- 
mittee might wisely follow the example of California and compel 
employers who regularly offer less than forty-eight hours of em- 
ployment with low pay to pay a higher hourly rate. Another 
means of avoiding compromise wage rates would be an amend- 
ment to the law permitting different minima in cities of various 
sizes. Wages could then more nearly approximate the cost of 
living in the three larger cities of the state. Frequent re-exam- 
ination of the minimum as the price level changes cannot be too 
strongly urged. 

The successful operation of any minimum-wage law, man- 
datory or voluntary, depends not only upon the interest and 
approbation of the parties immediately concerned, but upon a 
wide public interest. In Washington the advisory conference 
system and the unsalaried commission, drawn from the public at 
large, have served to maintain this interest. The first has been 
invaluable in securing the co-operation of employers and em- 
ployees and should not be abandoned, although it has occasion- 
ally been the cause of undue delay. If the commission were per- 
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mitted to amend conference recommendations, as in California, 
this difficulty could be avoided. The Committee of salaried offi- 
cials of the Department of Labor and Industries, removable at 
the will of the executive and already overburdened with official 
duties, is not so satisfactory an administrative board as the un- 
salaried Commission which preceded it. It is not so effective in 
keeping the people of the state informed of the problems of 
minimum wage, nor can its judgments be so independent. The 
tenure of its members is uncertain. The personnel changes with 
each new governor. Its decisions may be, therefore, more or 
less subject to influence by the uncertain currents of political 
opinion. The history of the Washington law demonstrates noth- 
ing more clearly than the possibility, as well as the disastrous 
consequences, of such an intrusion of political consideration into 
minimum-wage policy. Any change which makes the commis- 
sion more independent is to be welcomed, therefore. 

Washington’s law would profit, too, by more effective en- 
forcement. The situation demands a larger staff of well-trained 
officials and the appropriation necessary to make such a staff 
possible. It is essential not only that violations be detected, but 
that annual reports make public, in intelligible statistical form, 
the progress of legal regulation of wages. 

However desirable these changes may be, one may safely 
prophesy that they will not be realized in the immediate future. 
The continued enforcement of the Washington law, as it applies 
to adult women, seems to hang upon the good will of the employ- 
ers toward it. With a low minimum and none too stringent en- 
forcement, the constitutionality of the law has not yet been chal- 
lenged (June, 1926), despite the encouragement of the decisions 
of the highest court in the District of Columbia and the Arizona 
minimum-wage cases. If the employers begin such a test it is 
not improbable that the Washington supreme court, in spite of 
its two earlier favorable opinions, would find itself, like the 
supreme court of Kansas, “not free to deal with the subject inde- 
pendently,”** and follow the Supreme Court of the United States 


84 Topeka Laundry Company vs. Court of Industrial Relations. Supreme 
Court of Kansas 238 Pac. 104. 
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in declaring the law void as contravening the Fourteenth Amend- 
ment. In such a case, so desirable has the legal regulation of 
women’s wages proved itself to be, we can only hope that a mini- 
mum-wage law—though it be a voluntary one—will remain on 
the statute books of the state of Washington until mandatory 
laws are again constitutional, by legal enactment or reversal of 
judicial opinion. 


ARYNEsS Joy 


Mount Hotyoxe CoLiece 





THE EXPANSION POSSIBILITIES OF THE UNITED 
STATES BANKING SYSTEM* 


It may be well at the beginning of this article to define ex- 
actly what is meant by the phrase “expansion possibilities of our 
banking system.” The phrase as used here refers to the amount 
of expansion that can take place in the country’s media of ex- 
change on a given amount of gold held by the Federal Reserve 
banks. Since the expansible media of exchange are demand de- 
posits and Federal Reserve notes, the problem, stated in another 
way, is to ascertain how many times one dollar of gold reserve 
can be multiplied in terms of these two items. Of course, expan- 
sion also takes place when any form of money other than Federal 
Reserve notes is put directly into circulation, but a consideration 
of this form of expansion is outside the province of this article. 

The extent to which this expansion can take place on a given 
quantity of gold reserve is determined primarily by two factors. 
The first factor is the effect on expansion of our banking laws, 
in so far as they lay down reserve requirements. Our banking 
laws, however, are comparatively stable, and may be considered 
entirely so for the purposes of this article. 

The second factor is the extent of demand for Federal Re- 
serve notes relative to the demand for demand deposits. The 
reader will recall that a given dollar of gold reserve held by the 
Federal Reserve banks may be put to one of two uses. It may be 
used as a reserve for a deposit of a member bank of the System, 
which deposit in turn serves as a reserve for a deposit in the 
member bank. On the other hand, it may be used as a reserve 
against an issue of Federal Reserve notes. 

Now let us analyze the effect on total expansion when a given 
dollar of gold reserve is put to one or the other of the above uses. 

*The writer wishes to acknowledge the assistance of Messrs. L. W. Mints 


and G. V. Cox, who suggested this investigation and made invaluable criticisms 
and suggestions during its course. 
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In the first case, the dollar of gold reserve makes possible a 
member bank reserve deposit of $2.86, on the basis of a reserve 
ratio of 35 per cent, the ratio specified in the Federal Reserve 
Act. This reserve deposit of $2.86 makes possible member bank 
deposits of approximately $28.00, assuming the average reserve 
ratio for all classes of member banks to be 10 per cent. Thus, 
under the definition of expansion given above, one dollar of gold 
reserve makes possible an increase in the country’s media of ex- 
change of approximately $28.00. 

On the other hand, suppose that this same dollar had been 
impounded as a reserve against an issue of Federal Reserve 
notes. In this case, $2.50 in Federal Reserve notes could have 
been issued, on the basis of a reserve ratio of 40 per cent. How- 
ever, the expansion stops here. No further pyramiding takes 
place, comparable to what happens with a deposit reserve, and 
this sum of $2.50 is the met addition to the country’s media of 
exchange. 

From the above discussion, the reader will perceive that two 
extremes of expansion are possible under the Federal Reserve 
Act. If all expansion were to take the form of demand deposits, 
the expansion ratio would be approximately 28 to 1. Were all 
expansion to take the form of Federal Reserve notes, the expan- 
sion ratio would be 2% to 1. Of course, neither of these extreme 
conditions may ever be expected to hold good. Both demand de- 
posits and Federal Reserve notes expand in a period of rising 
prices. The actual ratio of expansion lies somewhere between 
these two extremes, but may be calculated if the rate of expan- 
sion of demand deposits relative to Federal Reserve notes is 
known. 

In their discussion of expansion under the Federal Reserve 
Act, certain writers have failed to give sufficient weight to the 
influence of Federal Reserve note expansion on total expansion 
possibilities. For example, a statement of Professor D. F. Jor- 
dan may be cited. After having spoken of the enormous influx of 
gold into this country during the war, he goes on to say, “When 
it is remembered, as has been explained, that under present 
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banking laws a dollar in gold serves as the basis for nearly 
$30.00 in credit, the potential expansion in the American credit 
structure of this enormous increase becomes apparent.” 
Professor Jordan can mean but one thing by this statement. 
He is quite clearly saying that the “potential expansion in the 
American credit structure of this enormous increase” is equiva- 
lent to thirty times the increase in the gold reserve. This is the 
obvious implication of the statement and its context, and in fact 
the most careful scrutiny of the subject matter is necessary to 
see that Professor Jordan has not said so in so many words. 
There are other writers, however, who have perceived the 
influence of Federal Reserve note expansion on total expansion 
possibilities, but who have failed to make adequate allowance 
for it. As an illustration of this type of error, an article by Pro- 
fessor H. L. Reed may be cited.* Professor Reed, while recog- 
nizing the influence of Federal Reserve note expansion on total 
expansion possibilities, falls into the error of assuming that the 
only source of demand for additional currency during an expan- 
sion period comes from the till-money needs of the banks. 
Professor Reed’s calculations will not be reproduced here in 
full because of their length. They may be summarized as fol- 
lows, 000 omitted. In November, 1917, excess reserves against 
Federal! Reserve notes outstanding were $229,140. If this entire 
excess were to be used to support additional note issues, $572,- 
850 in additional notes could be issued. On the same date, the 
excess reserves against deposits were $482,123. On the basis of 
this excess reserve, deposits of member banks could be increased 
$13,774,940. Adding the two figures of possible Federal Reserve 
note increase and member bank deposit increase, we find that, 
according to Reed, $711,263 in gold reserves will make possible 
a total expansion of $14,347,790. According to these figures, 
then, every dollar of excess gold reserve represents a potential 
expansion of over $20.00 in demand deposits and notes. 


? David F. Jordan, Business Forecasting (Prentice-Hall, Inc., 1921), p. 217. 


*“Credit Expansion under the Federal Reserve,” American Economic Re- 
view, June, 1918, pp. 270-82. 
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To quote from Professor Reed’s article, “An increase of note 
issues by $572,850 would probably furnish all the till money 
necessary to support the $13,774,940 of bank deposits.” 

Nowhere in the article do we find a hint that additional Fed- 
eral Reserve notes may be needed for other than till-money pur- 
poses, although as a matter of fact, till-money requirements of 
the banks are insignificant as compared with the needs of the 
public for more hand-to-hand currency, money which goes into 
the pockets of the people and the tills of the nation’s business 
enterprises. 

Let us now turn from these exaggerated statements of the 
capacity of our banking system for expansion to a study a little 
more in line with the facts of the case. What is probably the 
first careful study of this subject is reported in an article by 
Professor Warren. M. Persons, published in the early part of 
1920.* So far as the present writer knows, this article is the only 
published discussion of banking expansion under the Federal 
Reserve System which makes anything like an adequate allow- 
ance for the influence of Federal Reserve note expansion on total 
expansion possibilities.° 

In this article, Professor Persons estimates the amount of 
expansion possible on the basis of the excess reserves held by the 
Federal Reserve banks as of January 9, 1920, using an expan- 
sion ratio of 25 to 1, i.e., every dollar of reserve makes possible 
an expansion in member bank deposits of $25.00. He arrives at 
this ratio of expansion on the assumption that the reserve banks 
may expand their deposits two and one-half times the amount of 
their excess reserves, which reserve deposits in turn permit an 


“Warren M. Persons, “The Basis for Credit Expansion under the Federal 
Reserve System,” Review of Economic Statistics (The Harvard University Press, 
1920), II, 21-27. 

* E. A. Goldenweiser, in his book Federal Reserve System in Operation (Mc- 
Graw-Hill Book Co., 1925) discusses at some length the influence of note expan- 
sion on total expansion possibilities, but makes no estimates of the probable rela- 
tive demand for notes and deposits, thus making no estimate of actual expansion 
possibilities. 
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expansion of deposits in member banks of ten times this amount.° 
However, he goes on to say, 


The above estimate is made on the assumption that the entire excess 
reserves of the Federal Reserve banks are to be used to support reserve de- 
posits of member banks; there is a tacit assumption that the volume of 
Federal Reserve notes is not increased. It is quite improbable, however, 
that a demand for credit in the shape of increased bank deposits will not be 
accompanied by an increased demand for Federal Reserve notes. 

To summarize our arguments, if we use the following estimates: 

1. The lending power of member banks is ten times their reserves. 

2. Two-fifths of the excess reserves of the combined Federal Reserve 
banks are available as a basis for an increase of Federal Reserve notes. 

3. Three-fifths of the excess reserves of the combined Federal Reserve 
banks are available as a basis for an increase of Federal Reserve notes. 

4. Reserve deposits and Federal Reserve notes can be expanded to an 
amount equal to two and one-half times the excess reserves available for 
such deposits. 

We reach the result that the loans of member banks can be increased 
by an amount equal to eleven and one-half times the excess reserves of the 
combined Federal Reserve banks. 


In explanation of the above quotations, it may be well to 


quote further from Professor Persons’ article as follows: 


From Table 5, giving weekly figures for the combined Federal Reserve 
banks, it will be seen that during the last year the ratio between net de- 
posits and Federal Reserve notes in actual circulation has been about 2 to 
3, that is, two-fifths of the demand liabilities have been in the form of net 
deposits and three-fifths in the form of Federal Reserve notes. It is not 
unlikely that this ratio between net deposits and Federal Reserve notes will 
be maintained if there is further expansion. In that case, only two-fifths of 
the present excess reserves of 335 million dollars, or 134 million dollars 
would be available to support an increase in reserve deposits. 


It will be seen from the foregoing quotations that Professor 
Persons has used as a basis for estimating the relative demand 
for demand deposits and Federal Reserve notes, an approximate 
average of the weekly ratios existing between reserve deposits in 
the Federal Reserve banks and Federal Reserve notes outstand- 

* Professor Persons uses the figure of 40 rather than 35 per cent in his calcu- 
lations of the reserves which the reserve banks must hold against their deposits 


because, as he says, “it makes for ease in calculation and allows some margin 
above the legal requirement.” 
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ing during the year 1919. Inasmuch as Professor Persons ap- 
plies his estimate of expansion possibilities only to the then ex- 
isting situation, his procedure for estimating the probable rela- 
tive demand for notes and deposits seems to be well chosen. 
However, the justification for applying this estimate to future 
expansion periods may well be questioned, especially if the esti- 
mate is to be applied at the beginning of the period rather than 
toward the end. In the first place, the likelihood of special con- 
ditions affecting the ratio of note to deposit expansion in a period 
of one year is greater than would be the case with a longer pe- 
riod. In the second place, it may very well happen that this ratio 
varies for different parts of the same expansion period. This 
consideration will be discussed in more detail later, but if such is 
the case, the reader will immediately perceive that an estimate 
based on the behavior of the ratio during a year near the peak of 
the cycle is clearly inapplicable to the entire period of expansion. 
Of course, Professor Persons does not claim that his estimate is 
applicable to future periods of expansion, but his failure to work 
out such an estimate constitutes a limitation on the present use- 
fulness of his article. 

Another limitation of Professor Persons’ study lies in the 
fact that his estimates are confined to member banks of the Fed- 
eral Reserve System. While member banks of the Federal Re- 
serve System do about 75 per cent of the commercial banking of 
the country, yet the commercial banking business carried on by 
the non-member banks is of sufficient importance to justify in- 
cluding it in estimating expansion possibilities. While non-mem- 
ber banks cannot increase their reserves by the means open to 
member banks, i.e., by rediscounting with a Federal Reserve 
bank, yet their reserves will be increased by the mere fact that 
they are unable to keep pace in expanding loans with the mem- 
ber banks. Unless all the banks serving a given area or region 
expand together, the clearing house balances will run in favor of 
the non-expanding banks and against the banks which are ex- 
panding. This situation may so deplete the reserves of the ex- 
panding banks that their expansion is halted. In this way, a 
small group of banks may readily check the expansion of a 





EXPANSION POSSIBILITIES OF OUR BANKING SYSTEM 1723 


much larger group; provided, of course, that the non-expanding 
banks do not later use the reserves so acquired as a basis for 
increasing their own loans.’ 

Now in the present case, a given non-member bank will pre- 
sumably expand to the limit of its ability on the reserves which 
it possesses at the beginning of an expansion period, when its 
expansion will of necessity stop. Clearing-house balances will 
then begin to run in its favor, thus placing in its hands cash, or 
its equivalent, demand deposits due from other banks. The non- 
member bank will presumably demand cash for these deposit 
balances to the extent to which it wishes to build up its cash re- 
serves, this to be determined largely by the reserve require- 
ments of the laws of the particular state in which the bank is 
incorporated. Such cash payments may take the form of Federal 
Reserve notes or legal tender, but in any case, must ultimately 
be met by increased issues of Federal Reserve notes. It follows, 
therefore, that the reserves of the Federal Reserve banks may 
serve in an indirect manner as a basis for non-member bank 
expansion, hence the desirability of including non-member bank 
expansion in an estimate of expansion possibilities. 

The present article attempts to go beyond the scope of Pro- 
fessor Persons’ article by basing its estimates of expansion pos- 
sibilities on the ratio of all currency expansion to demand de- 
posit expansion of all banks for the period of rising prices from 
1914 to 1920, inclusive. On the assumption that currency and 
bank deposits will expand in this same ratio in future periods of 
rising prices, this ratio is then used as a basis for calculating the 
total expansion possibilities of the banking system. 

It is further assumed that all currency expansion will take 
the form of additional issues of Federal Reserve notes, since on 
this assumption the maximum expansion is made possible. The 
reader will perceive at once that when currency expansion takes 
the form of gold or other legal tenders, every dollar of expansion 
reduces excess reserves by the same amount, whereas if Federal 
Reserve notes are issued, the reduction is only 40 cents. 


"For a discussion of this question, see Bank Credit, by Chester A. Phillips 
(New York: The Macmillan Co., 1924). 
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Let us now analyze the sources of demand for additional 
currency during a period of rising prices. For the purposes of 
the present article, these sources may be classified as follows: 

1. Needs of member banks of the Federal Reserve System 
for additional till money. 

2. Needs of non-member banks for additional till money 
and additional cash reserves. 

3. Needs on the part of the general public and business en- 
terprises of the country for more hand-to-hand currency. 

Of these sources of demand, that of the general public and 
business firms of the country is by all odds the most important. 
The statistics presented later show that the expansion of this 
item during the period 1914-20 was almost six times as great as 
the increase in cash held by all banks, exclusive of the twelve 
Federal Reserve banks. For this reason, if for no other, it would 
be expedient to treat these various forms of currency expansion 
separately, but a more important reason lies in the fact that the 
amount of cash held by a bank is primarily a function of its de- 
posits, particularly of its demand deposits. This is of course the 
case in so far as cash holdings are determined by legal reserve 
requirements, but even in the instances where cash holdings are 
determined by the officers of the bank itself,* the amount is gen- 
erally fixed with reference to the amount of demand liabilities, 
though of course this is not the only factor considered. On the 
other hand, no such stipulated relationship exists between the 
rate of demand deposit expansion and that of currency in the 
hands of the public. The factors affecting the two forms of ex- 
pansion are interrelated, but no precise calculations can be 
made, comparable to those possible with a ratio definitely fixed 
by law. 

For this reason, therefore, the rate of expansion of currency 
held by banks relative to demand deposits is calculated in the 
present study by a process rather different from that used to cal- 
culate the relative expansion of currency in the hands of the 
public. In the latter case, the net amount of expansion of each 
item during the base period is calculated. In the former case, the 


*E.g., cash holdings of National banks. 





EXPANSION POSSIBILITIES OF OUR BANKING SYSTEM 725 


expansion ratio is calculated from the reserve ratios, supple- 
mented by a study of cash holdings of the various classes of 
banks over a much shorter period of years, as will be explained 
in more detail later. 

It has already been stated that it is assumed that the ratio 
of demand deposit expansion to currency expansion for the pe- 
riod 1914-20 will continue in future periods of expansion. This 
is a fundamental assumption of the present article, and only to 
the extent to which this assumption holds good are the conclu- 
sions of this article valid. It is not the intention of the present 
writer to claim that this ratio is a fixed and stable thing. Changes 
are to be expected, and the ratio may vary somewhat for different 
parts of the same expansion period. However, a slight change in 
the ratio will cause but little change in the validity of the results, 
while a more extensive change might make the conclusions of 
this article worthless, in so far as their applicability to future 
expansion periods is concerned. 

Owing to the lack of complete statistics, it unfortunately is 
impossible to compare the ratio of demand deposit to currency 
expansion worked out for the 1914-20 period with the corre- 
sponding ratios for other periods. It follows that any discussion 
of the probable behavior of this ratio must needs proceed on 
strictly a priori grounds, with the impossibility of reaching any 
definite conclusions admitted at the outset. The writer, there- 
fore, leaves the reader to draw his own conclusions as to the 
validity of the assumption that this ratio will continue in future 
periods, bearing in mind, however, that the applicability of these 
conclusions is almost entirely dependent on the extent to which 
this one assumption holds good. 

It might be pointed out, however, that the data presented 
later show that the ratio of demand deposits outstanding to cur- 
rency in circulation as of June 30, 1914, was approximately 5.9 
to 1, while the corresponding ratio as of June 30, 1920, was ap- 
proximately 4.6 to 1. It is therefore evident that any long-time 
trend in the direction of an increased use of checks relative to 
currency was in this particular period more than offset by a 
trend in the opposite direction, due probably to the increase tak- 
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ing place in the velocity of demand deposits relative to currency 
near the end of the boom period. 

Let us now consider the justification for using as a basis for 
estimating future expansion the expansion which took place in 
demand deposits and hand-to-hand currency during the period 
from June 30, 1914, to June 30, 1920, rather than using some 
other period of years. 

This period was chosen for several reasons. In the first 
place, there was available throughout this period a flexible sup- 
ply of currency, at first by virtue of the operation of the Aldrich- 
Vreeland Emergency Currency Act, and later, through the Fed- 
eral Reserve System itself. It is thus practically certain that the 
amounts of currency in circulation at both the beginning and 
end of this base period were reflections of the then existing de- 
mand for currency, the factors which operated under the old 
National Bank Act to restrict the supply of available currency 
at certain times being practically nonexistent on the dates to 
which the basic data of this article apply. Since the conclusions 
of this article are predicated on the continued functioning of the 
Federal Reserve System with its machinery for providing a flex- 
ible supply of currency, the advantage of using as a base period 
one in which a flexible currency was continuously available is 
at once evident. 

A second important consideration was the completeness of 
the data for this period as compared with other periods which 
might have been used. Previous to 1909, the reports of the 
Comptroller of the Currency make no classification of individual 
deposits whatever. For the years following 1915, the classifica- 
tion of state bank deposits is far from complete, as will be ex- 
plained later. It was therefore necessary, even in the present 
case, to estimate the amount of demand deposits outstanding as 
of June 30, 1920, by a process of interpolation, which at best 
can give only approximate results. The corresponding figure for 
1914, however, is based on data which were much more nearly 
complete, and is probably very close to the actual quantity. Had 
a period subsequent to 1920 been used, interpolation would have 
been necessary to calculate the figures for both beginning and 
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end of the period, introducing a greater chance for error. Of 
course, the use of a period earlier than 1909 was practically out 
of the question because no classification of deposits of either 
state or national banks was available. 

In the third place, by the end of this period, the reserve ratio 
of the combined Federal Reserve banks had fallen close to the 
legal minimum, with the accompanying rise in discount rates 
throughout the country. These conditions undoubtedly affected 
the expansion ratio during the last part of the base period, and it 
is highly probable that the ratio would have been somewhat dif- 
ferent had the period of expansion closed with easier credit con- 
ditions. However, the maximum expansion possibilities is the 
very thing we wish to measure, and the maximum expansion 
rarely, if ever, takes place without strained money and credit 
conditions existing near the end of the boom period. Thus in 
another respect, conditions during the base period are similar to 
those which may be expected to obtain during the periods to 
which the conclusions of the present article are to be applied. 

Before proceeding to a discussion of the actual calculations 
of this article it may be well to recapitulate briefly what has al- 
ready been said of the method followed, in an effort to tie up the 
more or less theoretical discussion of the preceding pages with 
the concrete calculations which follow. The first step in the ac- 
tual calculations was an analysis and classification of the vari- 
ous forms of expansion which create a drain on the excess 
reserves of the Federal Reserve banks. The items which must 
be distinguished in this analysis include not only demand depos- 
its and Federal Reserve notes, but also the various kinds of time 
deposits, all of which must be backed by a cash or deposit re- 
serve of some sort. The term “reserve” as used here includes 
both legal reserves and so-called “till money,” but only in the 
case of member banks of the Federal Reserve System is any at- 
tempt made to separate these two items. For these banks till 
money must necessarily be considered separately from reserves, 
since the former is represented by cash in vaults, the latter by a 
reserve deposit. In the case of non-member banks, however, till 
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money also counts as a legal reserve, hence no attempt is made 
to treat it separately. 

It might not be amiss at this point to explain the inclusion of 
time deposits in the calculations which follow. Time deposits in 
no sense can be considered a medium of exchange, and hence are 
not of primary importance in the present case. However, time 
as well as demand deposits must be backed by some sort of re- 
serve, hence the expansion of time deposits uses up excess re- 
serves just as surely as does that of demand deposits, though at 
a very much lower rate, owing to the low reserve ratios. There- 
fore, time deposits are considered in the calculations for the sake 
of completeness, but owing to the relatively low reserve ratios 
specified for this type of deposit, wide variations in the relative 
rate of expansion can take place without seriously affecting the 
validity of the conclusions of this study. 

The classification of the various form of currency and de- 
posit expansion given below is based primarily on the varying 
legal reserve requirements of the different items. However, in 
cases where reference to sources are made clearer by considering 
items separately, no attempt has been made to combine all items 
having the same reserve requirements. For example, member 
bank demand deposits and member bank cashiers’ and certified 
checks have the same reserve requirements, yet for the sake of 
clearness, these items were not consolidated. The classification 
thus adopted is as follows: 

Member bank deposits subject to check and demand certificates of 
deposit 

Member bank cashiers’ and certified checks 

Member bank time deposits 

Member bank till money 

Non-member bank deposits subject to check and demand certificates of 
deposit 

Non-member bank cashiers’ and certified checks 


Non-member bank time deposits 
Currency in hands of public 


The amount of expansion in each of these items which took 
place during the base period is then calculated. (See Table I, 
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following, and Table II, p. 737.) For ease of calculation, these 
figures are reduced to relative terms. (See Table III, p. 739.) 
Now the various items of this last-mentioned table consti- 
tute a series of variables, which, under the assumptions already 
stated, move in a fixed relationship to one another, these rela- 
tionships being expressed in Table III. Assuming a given move- 
ment of any one of these variables, it now becomes an easy mat- 


TABLE I* 
CurrENCY IN Hanns OF PUBLIC AND BANK Deposits OUTSTANDING, 1914 AND 1920 


1914 


a) Currency inhands of public . . . . . «. «. $1,772,706 
b) Alldemand deposits . . a? Sorte eee 10,444,224 
c) All cashiers’ and certified checks Co ee OK Se Oe 270,499 
d) Alltime deposits es Oe gee ak ab, ae a 7,803,009 
1920 
e) Currency in hands of public . . . . . « «© $ 4,304,474 
f) Member bank demand deposits or ima ote 15,067,172 
g) Member bank cashiers’ and certified checks Pile TH 648,361 
h) Memberbanktime deposits . . . . .. . 5,910,926 
i) Non-member bank demand deposits . . ow 5,103,483 
j) Non-member bank cashiers’ and certified checks Ge 196,544 
k) Non-member banktime deposits . . . .. . 10,903,499 


mip, mtorr sie, 8 args be Spee nemees seanel arte 
ter to compute the accompanying movement of the other varia- 
bles from the data given. 

Each item in this list has a specific reserve ratio. These ra- 
tios are given in Table IV (p. 739). From them, the total gold re- 
serve used up, or appropriated, by the assumed movement just 
mentioned may now be calculated, this total including not only 
the gold reserve used up by the assumed movement of the par- 
ticular variable chosen, but also the gold reserve used up by the 
accompanying movement of the other variables as explained 
above. Table V (p. 740) gives the gold reserve used up by an 
assumed movement of one dollar in “currency in hands of pub- 
lic.” This particular movement was assumed for ease of calcula- 
tion. Any other movement of any of the other variables would 
have done just as well. 
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The next and final step is the conversion of the series of fig- 
ures which has been used in calculating Table V into a series 
based on a given unit of reserve. For example, let us suppose 
that we have fortuitously assumed a movement of one of the 
variables which, together with the accompanying movement of 
the other items, uses up 50 cents of gold reserve. A movement of 
twice this extent will obviously use up one dollar of gold reserve, 
and this movement with the accompanying movement of the 
other items was the objective of this article. It happens in the 
present case that we have assumed a movement of one of the 
variables which, together with the accompanying movement of 
the other items, uses up $.581. Therefore, the relation of the 
final figures to the assumed movement just mentioned will be in 
the ratio of 1 to .581. These figures are given in Table VI (p. 
741), and are the final results of this article. 

According to these figures, we find that for every dollar of 
gold reserve held by the Federal Reserve banks, demand depos- 
its, including cashiers’ and certified checks, can expand $6.61, 
accompanied by an expansion of currency in the hands of the 
public of $1.72, giving a total of $8.33, the maximum expansion 
possible on a dollar of gold reserve, under the assumptions of the 
present article. 

This figure may be contrasted with the results of the studies 
mentioned at the beginning of this article, in which Jordan ar- 
rives at an expansion ratio of 30; Reed, of 20; and Persons, 
11. 

We may now proceed to a discussion of Table I, which 
gives in absolute quantities the figures on which all subsequent 
calculations are based. Each item of the table will be considered 
individually to show the source or sources from which it was ob- 
tained. To make reference easy, the various items are lettered. 
All figures are given in thousands of dollars, i.e., ooo omitted. 

a) Currency in hands of public, 1914.—This item repre- 
sents cash in circulation other than that held by the banks of the 
country and the United States Treasury. It is the amount of 
hand-to-hand currency previously referred to, and is held in the 
pockets of the people and the tills of the business enterprises of 
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the nation. This figure was obtained directly from the Annual 
Report of the Comptroller of the Currency, 1914.° 

b) All demand deposits, 1914.—This item includes deposits 
subject to check of all banks in the United States and Island 
Possessions, plus all demand certificates of deposit. The item of 
“due to banks” is of course excluded.*° 

c) All certified checks and cashiers’ checks, 1914.—This 
item is the sum of the two items mentioned, taken from the an- 
nual report of the Comptroller of the Currency.” 

d) All time deposits, 1914.—This item is the sum of “time 
certificates of deposit,” $1,402,598 and “savings deposits or de- 
posits in interest or savings departments,” $6,400,411,"* both 
figures being for all banks in the United States. The item “sav- 
ings deposits or deposits in interest or savings departments,” 
however, does not include the time or savings deposits of na- 
tional banks. No provision is made for these deposits in the 
tables showing the classification of deposits in national banks, 
and apparently the only information is a footnote in the Comp- 
troller’s report to the effect that the latest available statistics 
were as of March 4, 1914, on which date time deposits of na- 
tional banks were $871,634."* It is evident, therefore, that the 
item of time deposits of national banks as of June 30, 1914, must 
be included in the total of some other form of deposit. The most 
likely place of concealment for this item seems to be in the item 
of “time certificates of deposit.” As will be seen later, a discrep- 
ancy of some nine hundred million dollars in the total of time 
deposits will not seriously affect the final results of this study, 
whereas a discrepancy of this amount in the figures for demand 
liabilities would make a very serious difference. However, in the 
very nature of things, time deposits would be more likely to be 
concealed under the heading of a time liability rather than un- 
der a demand liability, and it therefore seems safe to assume 
that the item of “‘time certificates of deposit” includes all time 
deposits of national banks as of June 30, 1914. 

* Annual Report of the Comptroller of the Currency, 1914, 1, 78. 

* Ibid., p. 71. ” Ibid. 

* Ibid. * Ibid., p. 79 note. 
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e) Currency in hands of public, 1920.—This item corre- 
sponds exactly with the similar item for 1914, representing all 
currency in circulation exclusive of cash held by the United 
States Treasury and all banks in the United States. The amount 
of cash held outside the United States Treasury and the twelve 
Federal Reserve banks was $5,380,852, and was obtained from 
a table in the Federal Reserve Bulletin.* From this sum was 
subtracted $1,076,378, the amount of cash held by all banks ex- 
clusive of the twelve Federal Reserve banks,” giving a net figure 
of $4,304,474. 

The Comptroller’s report gives this same item as $3,344,- 
296,"* the discrepancy between this figure and that of the Bulle- 
tin being $960,178,000. An inquiry addressed to the Federal Re- 
serve Board concerning this discrepancy elicited the following 
reply from the secretary of the Board. 

In preparing the table appearing on page 20 of Volume I of the Annual 
Report of the Comptroller of the Currency, 1920, it appears that the com- 
piler overlooked the fact that the $5,380,852,000 represented money in cir- 
culation after deducting all money held by the Federal Reserve banks and 
agents instead of only the $1,061,093,000 of gold and gold certificates which 
was pledged against outstanding notes. The $960,178,000 given in the 
Comptroller’s report apparently should be added to the $3,344,296,000, 
thus increasing that amount to $4,304,474,000. 

f) Member bank demand deposits, 1920.—This item was 
taken from the Seventh Annual Report of the Federal Reserve 
Board.“ It is the sum of all member bank deposits payable on 
demand or on less than thirty days notice. 

g) Member bank cashiers’ and certified checks, 1920.— 
This item was taken directly from the Annual Report of the 
Federal Reserve Board.* 

h) Member bank time deposits, 1920.—This item was also 
taken directly from the Annual Report of the Federal Reserve 
Board.** 

4) Non-member bank demand deposits, 1920.—This figure 
was obtained by subtracting the amount of member bank de- 

* August, 1920, p. 890. 

* Annual Resort of the Comptroller of the Currency, 1920, I, 253. 

* Ibid., p. 20. * 1920, p. 254. * Ibid. * Ibid. 
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mand deposits from the corresponding figure for all banks. This 
latter figure, however, was obtained only after numerous calcu- 
lations and even so, is only approximately correct. The difficulty 
in this connection came about through the failure of the Comp- 
troller’s report for 1920 to classify some ten billion dollars of in- 
dividual deposits held in banks other than national. In the 1914 
reports, all deposits had been classified, but in 1915 the Comp- 
troller’s office inaugurated its present practice of compiling re- 
ports on other than national banks from the reports of the vari- 
ous state banking departments. Prior to this time, the reports on 
other than national banks had been compiled from data secured 
from the banks direct, i.e., on blanks furnished the banks from 
the Comptroller’s office. This change of procedure resulted, of 
course, in the inclusion in the Comptroller’s reports of all the 
numerous defects found in the statistics of the various state 
banking departments, few, if any, of which had been accustomed 
to collecting anything like the detailed information formerly col- 
lected by the Comptroller’s office directly. The majority of these 
state reports failed to make any classification of deposits what- 
ever, and for only eighteen states were complete classifications 
of deposits available as of June 30, 1920. Among the worst of- 
fenders in this respect were such large and commercially impor- 
tant states as New York and Illinois, the total unclassified de- 
posits of which two states alone amounted to over five billion 
dollars. 

This situation made it necessary to work out some means of 
allocating these unclassified deposits to the various classifica- 
tions, which would give at least approximately correct results. 
Inasmuch as the figures on deposits were given separately for 
each state, it was possible to allocate on different bases for dif- 
ferent states, using for each state the basis of allocation which 
seemed most desirable in the light of the data available. It is 
probable that a much higher degree of accuracy was obtained by 
this method than would have been reached had it been necessary 
to treat the total figure of unclassified deposits for the United 
States as one sum. 

In the case of several eastern states, notably New York and 
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Connecticut, it was possible to separate the deposits in mutual 
savings banks from the other unclassified deposits. These de- 
posits were almost certainly savings deposits, in view of the na- 
ture of the banks themselves. This conclusion was further veri- 
fied by an examination of the statistics for this class of bank in 
years when detailed classifications of deposits were available. 
In every state save one, mutual savings banks did an exclusively 
savings-bank business, and even in this one state, demand de- 
posits formed but a fraction of 1 per cent of the total deposits for 
all mutual savings banks in that particular state. Over three bil- 
lion dollars of deposits were allocated in this manner. 

The problem of allocating the remaining seven billion dol- 
lars of unclassified deposits to the various classifications was 
more difficult. The reports of the various state banking depart- 
ments themselves were first consulted. Reports from approxi- 
mately one-third of the states were available, but with one ex- 
ception, these reports gave nothing beyond what was already 
contained in the Comptroller’s report. In the case of California, 
all deposits for 1920 were classified as “demand” in the Comp- 
troller’s report, whereas the State Banking Department report 
gave a very different figure for demand deposits, and a complete 
classification. The Comptroller’s report was clearly in error, 
and the figures of the State Banking Department were used. 

The next step was an inspection of the Comptroller’s reports 
for the years immediately preceding and following 1920, with a 
view to applying by states the ratios of demand to total deposits 
for one or the other of these years to the corresponding figures 
for total deposits for 1920, this method to be followed, of course, 
only for those deposits which had not been allocated to the vari- 
ous classificaions by one or the other of the methods previously 
described. The 1919 report offered no help in this connection, 
unclassified deposits in this report forming practically as large a 
proportion of the total as in the 1920 report. The 1921 report, 
however, classified a much larger proportion of all deposits than 
did either the 1919 or 1920 report, and it was decided to use 
these figures as a basis for allocating the corresponding figures 
for 1920. The chief defect in this procedure seemed to lie in the 
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fact that June, 1920, was near the peak of the post-war boom, 
whereas the year following witnessed a severe depression. Now 
demand deposits tend to fluctuate much more closely in accord- 
ance with the business cycle than do time deposits. Thus, a 
higher ratio of demand to total state bank deposits was to be ex- 
pected in 1920 than in 1921, a conclusion borne out by the be- 
havior of the similar ratios for national bank deposits, all of 
which were classified for both years. In applying the ratios of 
demand to total state bank deposits for 1921 to the correspond- 
ing figures for total state bank deposits for 1920, it was therefore 
necessary to allow for this probable change. 

The corresponding changes in these ratios for national banks 
over the same period were finally adopted as a basis for correct- 
ing the 1921 state bank ratios. To make this procedure clear by 
an illustration: Illinois state bank deposits for 1920 were com- 
pletely unclassified, but for the year 1921 were all classified. For 
this latter year, the ratio of demand to total state bank deposits 
was found to be 51 per cent. The ratio of demand to total na- 
tional bank deposits for this same state for 1921 was 75 per 
cent; for 1920, 79 per cent. The decrease in this ratio for the 
national banks from 1920 to 1921 was thus 4 per cent, or 5.3 per 
cent of the 1921 ratio. The ratio of demand to total state bank 
deposits for 1921, 51 per cent, was then increased by 5.3 per 
cent, giving a corrected ratio of 53.7 per cent. This last ratio was 
then applied to the total figure for Illinois state bank deposits 
for 1920, $1,458,125,000, giving an estimated figure of demand 
deposits for Illinois state banks as of June 30, 1920, of $783,- 
013,000. A similar procedure was followed in the case of each 
state for which the unclassified deposits formed any considerable 
part of the whole. 

The validity of the method just described was tested out in 
several ways, using such data as were available. In the case of 
ten states for which a complete classification of deposits for both 
1920 and 1921 was available, the ratio of demand to total de- 
posits for state banks moved almost precisely as did the corre- 
sponding ratios for national banks, both as to direction and ex- 
tent. These ten states, however, constituted a rather poor sam- 
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ple, inasmuch as most of them happened to be southern states, 
and all were relatively unimportant commercially. Furthermore, 
this parallelism did not hold good for the years following 1921, 
in two of these years there being an actual divergence of direc- 
tion in the movement of the two ratios. A much larger and more 
representative sample was then selected, comprised of twenty- 
nine states for which approximately complete data were avail- 
able. The ratio of time to total deposits for 1921 for these states 
showed a decrease of .3 per cent from the 1920 ratio. The de- 
crease in the corresponding national bank ratio was 3.8 per cent. 
In this case, the direction of movement was the same, but the 
extent of movement varied considerably. 

These bits of evidence are, of course, far from conclusive in 
favor of the method used. However, the close parallelism shown 
in the case where complete data were available, the fact that in 
the larger sample some 5 per cent of deposits were unclassified, 
and the conclusions of a priori reasoning impelled the writer to 
follow the method just described, especially in view of the fact 
that no better method seemed available. In any case, the error is 
probably slight, not over a few per cent of the total demand de- 
posits for the country. 

One or the other of the above described methods of allocat- 
ing state bank deposits for 1920 was followed for each state in 
which unclassified deposits formed any considerable proportion 
of the total deposits for that state. In those states for which un- 
classified deposits constituted 5 per cent or less of total deposits, 
the unclassified deposits were prorated according to the ratios 
obtaining between the various types of deposits for that state 
which were classified. This procedure is admittedly inexact, but 
there is at least a fair probability that the errors thus introduced 
will tend to offset each other. 

Cashiers’ and certified checks of state banks for 1920 were 
then estimated as a percentage of demand deposits for those 
banks, applying the ratio obtaining between the corresponding 
items for member banks in 1920. 

To calculate the amounts of the various types of deposits for 
the entire country for 1920, the estimated figures for state banks 
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were added to the corresponding items for national banks as 
given in the Comptroller’s report. These figures are reproduced 
in the following table, it being understood, of course, that the 
figures for state bank demand deposits and cashiers’ and certi- 
fied checks are the estimates arrived at by the means just out- 
lined. 








State Banks National Banks |Total for Country 





Demand deposits $ 9,950,831 | $10,219,824 | $20,170,655 
Cashiers’ and certified checks..... 414,617 430, 288 844,905 
Total deposits 23,694,372 | 14,135,613 | 37,829,985 














As has been stated, the figures for non-member banks are 
calculated by subtracting member bank items from the corre- 
sponding items for all reporting banks. These calculations are 
as follows, the figures for member banks being taken from the 
Annual Report of the Federal Reserve Board. 








Non-member 


Total for Country} Member Banks Banks 





Demand deposits $20,170,655 | $15,067,172 | $ 5,103,483 
Cashiers’ and certified checks 844,905 648, 361 196,544 
Total deposits 37,829,985 15,067,172 16,203,526 














j) Non-member bank time deposits—This item was ob- 
tained by subtracting the amount of non-member bank demand 
deposits plus cashiers’ and certified checks from the total of non- 
member bank deposits, the calculation of which items was ex- 
plained above. 


TABLE II 
AMOUNT OF EXPANSION oF VARIOUS ITEMS DURING BasE PERIOD 
(Individual Deposits, 000 omitted) 
Currency in hands of public . . . . . . . « $2,531,768 
Member bank demand deposits ee ee eR eS ee ee 7,265,337 
Member bank cashiers’ and certified checks ee See ee 440,876 
Member bank time deposits ey er hea ee ee 3,264,207 
Non-member bank demand deposits ret are’ aap ee 2,461,094 
Non-member bank cashiers’ and certified checks te rae 133,530 
Non-member bank time deposits . . . ... . 5,747,209 


Table II indicates the expansion which took place in the 
various items during the base period. The quantities were ob- 
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tained by subtracting the figures for the 1914 items as given in 
Table I from the corresponding items for 1920. Inasmuch as 
the Federal Reserve System had not begun to function at the 
beginning of this period, it was assumed that the proportion of 
all deposits held in member banks of the System on June 30, 
1920, was the same as was held in these same banks on June 30, 
1914. This procedure, of course, involves an assumption which 
is not necessarily strictly correct, but the only alternative would 
be to trace out the expansion of each reporting bank over this 
period, an operation clearly impossible. 

The items of Table I for all reporting banks as of June 30, 
1914, were divided as follows: 


Member bank demand deposits : o « « « ie 
Member bank cashiers’ and certified checks ia 207,485 
Member bank time deposits I oie a ee re ee 2,646,719 
Non-member bank demand deposits sin Ay or 2,642,389 
Non-member bank cashiers’ and certified dade a 163,014 
Non-member bank time deposits . . . . .. . 5,156,290 


Table III is Table II reduced to relative quantities for ease 
of calculation. It was obtained from Table II by dividing each 
item in Table II by the amount of expansion over the base pe- 
riod in “currency in hands of public” as given in this table, 
$2,531,768. “Member bank till money,” however, was calcu- 
lated as a percentage of “member bank demand deposits” owing 
to the fact that any separation of legal reserves and till money 
under the old National Bank Act was impossible. “(Member 
bank till money” is assumed to be 3 per cent of “member bank 
demand deposits,” as this was the approximate ratio between 
these items for the several years just preceding and following 
1920. 

Table IV gives the reserve ratios which were used in calcu- 
lating the quantities of gold reserve impounded by the expansion 
of the various items as given in Table III. As has been stated, it 
is assumed that the expansion of the item “currency in the hands 
of the public” takes the form of Federal Reserve notes, hence 
the ultimate gold reserve ratio for this item is 40 per cent. The 
average deposit reserve ratio for “member bank demand depos- 
its” as well as for “member bank cashiers’ and certified checks” 
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is assumed to be ro per cent, hence the ultimate gold reserve 
ratio for these items is 35 per cent of 10 per cent or 3.5 per cent. 
The reserve ratio for “member bank time deposits” is calcu- 
lated as 35 per cent of 3 per cent, or 1.05 per cent. 


TABLE II 
EXPANSION oF VARIOUS ITeMs InN TeRMS OF ONE Do tar oF EXPANSION IN 
Hanp-To-Hanp CurreNcy* 
Cunsmey ee ee i kc i Ce! wD OO 
Member bank demand deposits . . eee ta ga! Pes 
Member bank cashiers’ and certified checks 5 ies (si ee ence 17 
Member bank time deposits . . . . «© «© © «©. «© 329 
Non-member bank demand deposits . . ual She Ses fon ae 97 
Non-member bank cashiers’ and certified checks ee ae oe 05 
Non-member bank time deposits . . . . . «© «© « « 229 
Member bank till money TAS can Oe ae 2 ie tpi ea .08 
* Table II reduced to ratios. 


TABLE IV 


RESERVE Ratios USED in COMPUTING THE GOLD RESERVE NECESSARY 
TO SUPPORT AN EXPANSION OF THE VARIOUS ITEMS LISTED 
IN TABLE III 








|Percen 
Percentage of 
Federal Re i Ultimere 
Gold Reserve 





Currency in hands of public 40.00 
Member bank demand deposits and cashiers’ 
and certified checks 3.50 
Member bank time deposits 1.05 
Non-member bank demand deposits and cash- 
iers’ and certified checks ' 2.80 
Non-member bank time deposits ‘ .035 
Member bank till money 40.00 














The reserve ratios for non-member bank deposits could not 
be calculated with such a probable high degree of accuracy as in 
the case of member bank deposits. The calculation of these ra- 
tios was greatly complicated by the multiplicity of reserve re- 
quirements under the various state banking laws. There are no 
Statistical data available on cash actually held as a reserve by 
non-member banks. Figures on all cash held by non-member 
banks are available, but this cash represents a combination of till 
money, reserve against demand deposits, and reserve against 
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savings deposits. There is no way of telling how much cash is 
held for each purpose. 

As a last resort, an estimated average was arrived at from a 
study of the various state banking law reserve requirements as 
outlined in the March, 1924, issue of the Federal Reserve Bulle- 
tin. It was decided to assume that non-member banks must 
maintain a currency reserve against demand deposits of 8 per 
cent inclusive of till money. This is about the highest figure that 
could have been used, as the amount of cash held in excess of 8 


TABLE V 


Amounts or Excess Gotp Reserve Usep Up Every Time Currency In Hanns 
oF THE Pustic Expanps One DoLrar* 


i 

Member bank demand deposits ; or a ee ee .1004 
Member bank cashiers’ and certified chachs a he nme “ert ee .0059 
Member banktime deposits . . . . . ... . 0135 
Non-member bank demand deposits . . i, Sty wa ih .0271 
Non-member bank cashiers’ and certified checks ee ee 0014 
Non-member bank time deposits . . . . . .. . .0007 
Member bank till money de Gy a gS et ae “RT .0320 


0 A a eee 


* Accompanying expansion of the other items takes place in the ratios indicated in Table III. 


per cent of demand deposits as of June 30, 1920, the only date 
for which demand deposits of state banks were calculated, was 
very small indeed. 

Most of the states require some sort of deposit reserve in 
addition to the cash reserve. This factor would make the ulti- 
mate cash-reserve ratio for non-member bank deposits higher 
than that given in Table IV, the figure of which applies only to 
the cash reserve which must be held against individual deposits 
in non-member banks. However, the difficulty of working out 
even an approximate average deposit-reserve ratio for non-mem- 
ber banks would be tremendous, and is enhanced by the fact that 
deposits due to non-member banks are not reported separately 
from those due member banks. There could be no check on the 
accuracy of an estimate of a reserve-deposit ratio arrived at as 
was the estimate of the cash-reserve ratio, even could such an 
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estimate be made in view of the large amount of re-depositing of 
reserve deposits which takes place in the case of non-member 
banks. It is very probable that the actual average reserve re- 
quirements of the non-member banks are at least as high as 
those of the member banks when both deposit- and cash-reserve 
requirements of non-member banks are considered. The reader 
will, of course, readily perceive that the use of a reserve figure 
which is too low will make the final figure of expansion possibili- 
ties too high. 

Table V is obtained by applying the reserve ratios as given 
in Table IV to the corresponding items of expansion as given in 
Table III, and is otherwise self-explanatory. 


TABLE VI 


AMOUNT OF EXPANSION IN VarRIOUS ITEmMs WHIcH CaN TAKE PLACE ON Eaco 
Dotrar oF Gotp Reserve HELD BY THE FEDERAL RESERVE BANKS 


Currency in hands of public ae ae re ke 
Member bank demand deposits . . bl te re. ela 4.94 
Member bank cashiers’ and certified doce é), “rds Ga arta .29 
Member bank time deposits ak ake eee ee Se 2.22 
Non-member bank demand deposits ‘ eet hee ch. 1.67 
Non-member bank cashiers’ and certified dee yo Ae .09 
Non-member bank time deposits ec tk eS Ok eee ee 3.91 
Memuer Ween Gi mamey wk ll kl SU CU 14 


All demand deposits . . eT an ee ae ee ee 
All demand deposits plus cmnncy Bd ee ice igaie eer hice ka ae 8.33 


Table VI is obtained by dividing each item in Table III by 
.581, the amount of gold reserve used up every time the items in 
Table III expand by the amounts indicated, the assumption be- 
ing that they expand in a fixed relationship to one another. Since 
an expansion of the various items as given in Table IIT uses up 
$.581 of excess gold reserve, the expansion possible on one dol- 
lar of gold reserve will be in the ratio of 1 to .581. Hence, by 
dividing each item in Table III by .581, we arrive at the amounts 
of expansion possible on one dollar of gold reserve, as given in 
Table VI, which figures are the final conclusions of this study. 


J. Vinci. HuFFMAN 
University oF CHICAGO 





A STUDY IN THE TEACHING OF THE PRINCIPLES 
OF ECONOMICS 


I, THE PURPOSE AND CHARACTER OF THE STUDY 


In every department of education several questions are con- 
stantly recurring in the mind of the instructor and pressing for 
solution. Regardless of how specialized his field may be, the 
teacher must view his work not only from the standpoint of the 
truth and accuracy of the subject matter which he presents, but 
also in the light of the reactions of his students to his teaching. 
What shall be taught, how shall it be taught, and to what degree 
are the students learning the subject matter under discussion 
are questions with which every teacher is confronted and the an- 
swers to which are exceedingly difficult. 

Much has been done during the past two decades in the field 
of elementary and secondary education toward working out sci- 
entifically methods of arriving at correct answers to these and 
similar questions. A host of workers both in the field and in the 
universities have earnestly set for themselves the task of analyz- 
ing the social environment with a view toward answering the 
question as to what should be taught; of experimenting with va- 
rious methods of instruction with a view toward discovering 
which are most economical and effective; and of devising means 
of measuring results which may be relied upon to express in 
reasonably accurate terms:the degree in which the teacher has 
succeeded in doing the thing he is trying to accomplish. While 
much of the labor of these students of education has been mis- 
directed and, perhaps, of little real value, out of it all has ap- 
peared an entirely different outlook toward the educative proc- 
ess—a saner and more rational approach, an assurance and pro- 
fessional consciousness on the part of the great body of elemen- 
tary and secondary teachers, and an intense striving on the part 
of at least the foremost of these teachers to learn their job of 
teaching so as to be able to justify their position in society and to 
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give their pupils the training that will best fit them to live in a 
democracy. Despite the inherent limitations upon any attempt 
at the application of rigorous scientific methods to any of the so- 
cial sciences—limitations not always recognized by workers in 
these fields—the results of the new methods in the elementary 
and secondary schools have been such as to justify the predic- 
tion that we shall never return to our former haphazard methods 
of teaching younger children. 

To students of elementary and high-school education the 
foregoing remarks will appear commonplace. Public-school 
teachers and administrators accept the present so-called “scien- 
tific” methods in education and are interested chiefly in improv- 
ing them. But the higher institutions of learning have been slow 
in accepting the new methods. The university professor is per- 
haps naturally conservative. He is interested in a specialized 
field and has little time to inquire critically into new methods of 
teaching. Not being thoroughly informed, he is likely to be 
skeptical of the entire department of education and its works. 
And yet the problems which the students in the field of educa- 
tion are trying te solve present themselves to the college teach- 
er in the most acute form. Either he attempts to solve them or 
he refuses to give them more than cursory thought, being con- 
tent to follow traditional methods. So long as he takes the latter 
view there is no hope that his particular department will make 
any serious attempt to discover methods of improving its teach- 
ing efficiency. It is only when the college teacher really gives se- 
rious attention to the pedagogical problems involved in his work 
that he learns to appreciate the necessity of systematic—if not 
scientific—experiment such as the schools of education through- 
out the country have been practicing for a number of years. 

The present study was made specifically with a view to de- 
termining if possible what is being accomplished by the present 
year’s work in the principles of economics in the University of 
Iowa. The course in this institution, however, is similar to that 
in colleges and universities generally. It is pursued chiefly by 
sophomores and is presented on the departmental plan, the work 
being unified by a chairman of the course who also gives some 
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of the examinations. During the year when the present study 
was made, Ely’s Outlines of Economics, fourth edition, was used 
as a text, supplemented by Williamson’s Readings in Economics 
and the National City Bank Letter. There was no lecture pe- 
riod, but each instructor met his classes three times a week and 
by discussion sought to draw out the students and thus to pre- 
sent the material of the course. Grades were based upon daily . 
five- to fifteen-minute quizzes and written examinations, together 
with the instructors’ estimate of the students’ ability gained 
through personal contact in the classroom and elsewhere. The 
written examinations included three given during each semester 
and a final examination at the end of the semester’s work. The 
three (departmental) examinations were in the form of the 
“sentence-answer” type; that is, they were made up of twenty- 
five to thirty-five questions requiring brief (sentence) answers. 
An hour was devoted to these examinations. The final examina- 
tions were given by the individual instructors. These occupied 
two hours and were the usual “essay” type. While this plan of 
conducting the course in Principles of Economics has worked 
fairly well, it affords no reliable means of judging the success of 
the course as a whole. Any statement on the part of the instruc- 
tor as to the degree in which he is successful in teaching his stu- 
dents is of necessity a matter of opinion, and is not necessarily 
in agreement with the experience of others in the same depart- 
ment. This uncertainty and lack of reliable knowledge of what 
is being accomplished by the course in Principles of Economics 
prompted the attempt at a more scientific approach which re- 
sulted in the experiment set forth herein. 

The attempt to evaluate in definite terms the results of a 
year’s work in economics and to devise means of improving the 
material and its presentation brought the investigator at once 
face to face with the task of constructing a test which would 
serve as a reliable measure of achievement. Since this test was 
to be given both at the beginning and at the end of the academic 
year the language employed must of necessity be non-technical 
in order that it might be understood by students who had no 
previous training in the subject. 
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Another important consideration was that of selecting the 
material to be included in the test. General economics, more 
than most other sciences, is a matter of “accurate thinking on a 
common-sense level,” and does not involve much knowledge of 
facts not known to every normal adult required to deal with 
most economic issues. The essential purpose of the course in the 
Principles of Economics is conceived to be that of training the 
student to reason intelligently on public questions of an econom- 
ic character, and a test which is to measure achievement in the 
course must necessarily be built with this end in view. It was 
therefore deemed best to choose material that was not too spe- 
cialized or minute in detail. However, a certain amount of spe- 
cial information is necessary to intelligent judgment and for pur- 
poses of general education and therefore part of the test was 
made up of questions asking for specific information. 

Consideration of the question as to the form of the test 
brought up the whole matter of objectivity of grading and re- 
sulted in considerable experimentation along this line. It was fi- 
nally decided to throw the test into two sections entirely differ- 
ent in type. Section I was composed of twenty-five questions of 
the multiple-response type, asking chiefly for information. This 
part of the test required ten minutes to answer. Section II of the 
test consisted of twenty-five popular economic fallacies briefly 
and concisely stated. The student was asked to decide whether 
the propositions as stated were true or false. If he decided that 
a particular proposition was true, no comment was necessary, 
but if he recognized it as false he was asked to state briefly (in 
a sentence or two) why he regarded it as false. 

In scoring the test, each question of Section I answered cor- 
rectly received a score of one. Several questions carried half- 
credit for certain answers. The total possible score was-there- 
fore twenty-five. On Section II, five grades were assigned. A 
proposition marked true was given zero; unanswered counted 
one; marked false and accompanied by no reason or an incorrect 
one was rated two; marked false and accompanied by a partial- 
ly correct reason received three; and marked false and accom- 
panied by a “correct” statement of the reason why the proposi- 
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tion was fallacious counted four points. The total possible score 
on Section II, therefore, was one hundred. 

The students taking the course in the Principles of Econom- 
ics were given the test in September, 1924, and the same test the 
following May, after pursuing the work three hours a week 
throughout the year. Neither the students nor the instructors 
were aware that the same test was to be given the second time, 
and therefore had no incentive for preparing especially for the 
second testing. Furthermore, the copies of the test were all col- 
lected in September and stored, so that there was no opportunity 
to see or discuss it in the meantime. The results on the final test 
give no evidence of any practice effect. The test was taken both 
times by 204 students in the regular course in Principles of Eco- 
nomics. 

THE UNIVERSITY OF IOWA 
GENERAL TEST IN ECONOMICS 
School. 
Date given. 
Student’s name 
Student’s age. years. Sex 
Student’s residence (mark with an x the description that fits best) : 

I es: ee 

Occupation of student’s father (or head of the family if head is not the 
father, or give business or industry which forms main source of family 
income if other than earnings of the head) 

Political-party affiliation or preference of the family (mark an x): 

Democratic Republican_____. Socialist___Tndependent. 

Time of starting test. 

Time of finishing Section I and starting Section II 

Time of finishing Section II 


























SECTION I (TIME: TEN MINUTES) 

Below is a list of statements and questions. After each is a group of 
answers or clauses supplying the information asked for. In each case draw 
a line under the particular answer or expression which gives the best 
answer. 

1. In what century did the Industrial Revolution begin? 
13th, 14th, 15th, 16th, 17th, 18th, roth, 20th 
2. In what country did the Industrial Revolution begin? 
United States, England, France, Germany, Russia, Italy, 
Spain 
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3. What was the cause of the Industrial Revolution? 
Dissatisfaction of the working classes 
Discovery of a new country 
The invention of machinery 
The French Revolution 


The Crusades 


Improved transportation facilities 
4. What is your estimate of the income of the people of the United States 


in 1923? 
$ 100,000,000 
500,000,000 
1,000,000,000 
10,000,000,000 
20,000,000,000 
30,000,000,000 
40,000,000,000 


$ 50,000,000,000 


60,000,000,000 
70,000,000,000 
100,000,000,000 
125,000,000,000 
150,000,000,000 
200,000,000,000 


5. What percentage of the total income of the United States do you think 
goes to labor? 

TO, 20, 30, 40, 50, 60, 79, 80, go, 100 

6. What percentage of the total income goes to property (of all kinds) ? 
10, 20, 30, 40, 50, 60, 70, 80, 90, 100 

7. What is your estimate of the value of all the property in the United 


States? 
$ 100,000,000 
1,000,000,000 
10,000,000,000 
50,060,000,000 
100,000,000,000 


$ 300,000,000,000 


350,000,000,000 
400,000,000,000 
509,000,000,000 
600,000,000,000 


150,000,000,000 1,000,000,000,000 
200,000,000,000 1,500,000,000,000 
250,000,000,000 2,000,000,000,000 
8. What sum per year most truly represents the minimum annual income 
necessary to maintain a family of father and mother and three chil- 
dren in an American city at a decent American standard of life? 
$ 500 $2,500 $ 7,500 
800 3,000 10,000 
1,000 3,500 15,000 
1,500 4,000 
2,000 5,000 
9. What percentage of American families receive enough or more than 
enough to support a family of five according to scientific estimates of 
the cost of a decent standard? 
O, 10, 20, 30, 40, §0, 60, 79, 80, 90, 100 
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. What percentage do you think receives half the above or less? 
0, 10, 20, 30, 40, 50, 60, 70, 80, 90, 100 
. What is the most important reason for studying economics? 
To train the mind 
To learn to manage business and make money 
To learn to judge wisely on public questions 
To satisfy curiosity 
To be able to read the newspapers 
. What is the great advantage of division of labor in comparison with 
each person doing everything for himself? 
It makes work more interesting 
It increases the efficiency of effort 
It makes the worker more independent 
It develops personality 
. What is the correct standard to be used by an arbitration board in 
fixing wages? 
The amount of effort exerted by the worker 
The value of the results of the worker’s services 
The amount required for a decent standard of living 
The amount the employer is able to pay 
. What is the main cause of the economic distress of the American farm- 
er in the past year? 
Unrest and disorganization in Europe 
Unfair discrimination against the farmer in the supply of 
credit 
Too high wages in city industries in this country 
Overproduction of farm products 
Robbery by monopolistic control of other industries 
. The essential reason for taxing the rich proportionally more than the 
poor is that: 
The rich receive more benefit from the government than the 
poor 
The rich are better able to pay taxes than the poor 
The rich have acquired their wealth at the expense of the poor 
The rich cannot spend all their money wisely 
. The drastic taxation of inheritance is (the'next question asks for the 
reason for your answer) 
A good social policy 
A bad social policy 
. The one decisive reason for my answer to question 16 is: 
The government needs the money with which to pay expenses. 
The government has the right to levy taxes on any form of wealth so 
long as it does not violate the constitution. 
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Those who inherit money have not earned it and ought to give part of 
it to society. 

The government maintains the institution of private property and 
should therefore be allowed to regulate its transference. 

Inheritance is an inviolable natural right. 

Taxation of inheritances will discourage business activity and capital 
accumulation. 

The tax will be evaded by gifts of owners to prospective heirs during 
the life of the former. 

Even if children do not have the right to inherit, the owners have the 
right to bequeath. 


18. The largest division of industry in the United States from the stand- 


point of the value of the product created is: 
Transportation 
Agriculture 
Mining 
Manufactures 
Banking and finance 
Merchandising and trade 


19. The most important source of revenue for the federal government is: 


Personal income tax 
Excise and stamp tax 
Corporation income tax 
Tariff tax 

Inheritance tax 

Taxes on property 


20. The most important source of revenue for state and local government is: 


License fees 
Taxes on property 
Taxes on income 
Inheritance taxes 
Corporation taxes 


21. The most important expense of the national government is: 


The public buildings and improvements 

Army and navy 

Cost of government departments (Congress, president, fed- 
eral courts, diplomatic and consular offices, commissions, 
etc.) 

Post-office (net cost) 

Education 


22. The most important expense of state and local government is: 





Justice (the courts and expenses of officials) 
Commission, etc. 
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Education 
Roads 
Public institutions, charities, etc. 
23. In a corporation the first claim on earnings rests with the owners of: 
Preferred stock 
Bonds 
Common stock 
24. The first claim on assets, if the business fails, rests with owners of: 
Preferred stock 
Bonds 
Common stock 
25. The control of a corporation (through election of directors) rests gen- 
erally in the hands of owners of: 
Preferred stock 
Common stock 
Bonds 


SECTION II (TIME: THIRTY MINUTES) 


Instructions: Read each of the following statements carefully and 
make up your mind whether it is true or false. If it is true underline the 
word “true”; if it is false underline the word “false” and state briefly why 


it is false. (The essential fallacy in every proposition that is false can be 
clearly indicated in one sentence.) No credit is given for marking a propo- 
sition false even when it is false unless the reason is stated. 
1. The stamp of the government on a coin or bill is what determines its 
value. 


True 
False, because 


2. A person’s scale of living depends upon the amount of wealth he owns. 
True 
False, because 


3. If the wages of any important class of workers are below requirements 
for a decent standard of living, it would be possible by law to raise 
them to any desirable level (constitutional difficulties disregarded). 

True 
False, because 


4. There is no real conflict of interest between employers and the wage- 
earners, and the only way to benefit the poor is to make business 
more profitable. 

True 
False, because 
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. Merchants and middlemen are unproductive; they merely levy a toll 
on producers and consumers. 

True 

False, because 


. The monopolist charges for his product the highest price which he can 
get. 

True 

False, because 


. The price of farm products ought to be high enough to yield a reason- 
able return on the value of the land in addition to other costs of 
production. 

True 

False, because 


. The price at which this year’s wheat crop will sell will be determined by 
what it has cost to produce it. 

True 

False, because 


. If it is more profitable to use grain to make whiskey than for any other 
purpose, this indicates the socially most desirable use of grain, and 
the prohibition of the manufacture of whiskey is unwise. 

True 

False, because 


. Mr. A. worked hard and lived frugally and left a substantial fortune to 
his son. The son spent the money for luxury and amusement and 
was reduced to poverty. Though our sympathies may be aroused by 
the young man’s change in circumstances, yet it is a good thing for 
the country to have this wealth put into circulation. 

True 

False, because 


. The great Japanese earthquake was an economic benefit to Japan since 
it created a lively demand for labor and materials. 

True 

False, because 


. By passing laws and enforcing heavy penalties the government could 
prevent the price of any commodity from rising higher than any 
amount decided upon as reasonable. 

True 

False, because 
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13. It may be wise for the government to build waterways which it would 
not pay a private corporation to construct, since the government 
does not need to make interest on the investments. 

True 
False, because 


. Education and public health ought not to be supported at government 
expense. They are no more important than food and clothing, and, 
as in the case of other goods, their production and distribution 
should be left to the control of the market demand. 

True 
False, because 


. Mr. Edison was right in contending that the government should not 
make the people pay taxes, nor borrow from the capitalists and tax 
the people to pay them interest, but should get rid of the burden by 
printing paper money and using this to pay its expenses. 

True 
False, because 


. When prices are rising, as during the world-war, merchants should sell 
goods already stocked at the usual margin above original cost. To 
mark them up merely because they have risen since the merchant 
made his purchase is illicit profiteering. 

True 
False, because 


. Excessively high interest rates arise from the shortage of money and 
are to be dealt with by measures designed to increase the supply of 
money and bank credit. 

True 
False, because 


. Estimates of the national loss from destruction by fire need to be dis- 
counted if they are not to be misleading, since most of this loss is 
covered by insurance. 

True 
False, because 


. To pay off the national debt too rapidly would hamper business for 
funds, since the money has to come out of productive business 
through taxation in some form. 

True 
False, because 
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. A protective tariff is a good thing for the country, even if it does make 
consumers pay somewhat more for goods, for, if Americans buy 
European products, America has the goods and Europe has the 
money; but if Americans buy American goods, America has the goods 
and the money both. 

True 
False, because 


. The correct and scientific principle for fixing tariffs is to make them 
equal to the difference between the cost of production to the Ameri- 
can and the foreign producer. 

True 
False, because 


. The United States imports many millions of dollars worth of mer- 
chandise each year from Brazil, and exports relatively little to that 
country. This being so, the trade tends to enrich Brazil and impov- 
erish the United States. 

True 
False, because 


. It is wrong for persons who do not need the money to earn wages or 
salaries—as is often done by daughters of well-to-do families, for 
example—for this means less work for those who really need it. 

True 
False, because 


24. The word “monopoly” means a large and powerful corporation. 
True 
False, because 


;. There is no’ reason why the government should fix railway rates for 
hauling freight and passengers which would not also justify it in regu- 
lating the price at which bakers sell their bread or shoe manufacturers 
their shoes. 

True 
False, because 


II. THE RESULTS OF THE TEST AS A WHOLE 
The results of the test are presented in Tables I and II. The 
individual scores on each question of the test were tabulated for 
both testings and the character of the answers was noted. Table 
I shows that student No. 2 made the same score on nineteen of 
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the questions of Section I both times he took the test; that is, of 
these nineteen questions, those he answered correctly in Sep- 


TABLE I* 








Student Improved | Initial Final 
No. Answers | Ans Score Score 





18 
18 
II 
10 
18 





14.8 
, . " 2.6 
.12 12 F , .12 +37 





























* Showing for Section I the number of unchanged answers, the number of improved answers, the 
number of answers poorer on the final than on the initial test, the scores on the initial and on the final 
test, the gain for each student, the grade received at the end of the second semester, and the composite 
percentile intelligence score made by the students on the Freshman Examination given to Freshmen by 
i ow University of Iowa in September, 1923. Only five of the 204 cases studied are shown in Tables 
and II. 

In cases where no “intelligence” score a in this table and in Table II, the student did not 

take the Freshman Examination. This pore «5 oy By of the 204 cases. 
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. eins to Gn saat eating saceatiptns by lack of pee, Oe is of the data as shown 
in the summaries of Tables I and II could of course not be shown in the es themselves. 

t These data are omitted; as the number of cases in each instance was too small to make the re- 
sults of any value. This is true also for the summary of Table II. 
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tember he answered correctly in May, and those he failed to an- 
swer correctly in September he answered incorrectly in May. On 
three questions he showed improvement, while three questions 


TABLE II* 





Worsened| Initial Final 
Answers Score Gain 





52 18 
59 15 
36 10 
39 2 
57 23 





.o F 46.3 Ir.2 
6 : 10.4 9.5 
.12 . -49 -45 


* Showing for Section II the number of unchanged answers, the number of improved answers, 

the number of answers poorer on the final than on the initial test, the scores on the initial and on the 

® > for each student, the le received at the end of the second semester, and the com- 

posite percentile intelligence score made by the students on the Freshman Examination given to Fresh- 
men by the State University of Iowa in September, 1923. 
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which he answered correctly in September he answered incor- 
rectly in May. His initial score was sixteen out of a possible 
twenty-five, and his final score was eighteen, a net gain of two 
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points. He received a grade of D in his work in the course in 
Principles of Economics at the end of the second semester and 
made a score of 95 on the basis of 100 on the University of Iowa 
Freshmen Examination in September, 1923. 

Referring to the totals in the summary of Table I, we find 
an average of 17.3 answers of the twenty-five in Section I un- 
changed on the second testing. An average of 5.1 answers were 
improved and 2.6 were changed from right to wrong on the final 
testing. The net gain was 2.7.” 

The summary of Table II gives, for Section II of the test, 
information corresponding to that given for Section I in the 
summary of Table I. Referring again to the totals, we see that 
of the twenty-five answers 12.5 were the same on the final as on 
the initial test. Improvement was made on 8.5 answers, and 4.0 
were answered less satisfactorily on the final than on the initial 
test. The net gain in the total score was 11.2. 

To summarize briefly, improvement is shown on both parts 
of the test. There is at present no basis for evaluating quanti- 
tatively the amount of economic knowledge gained during the 
year, but the test indicates that students are able to answer 
questions of the type used in the test better at the end than at 
the beginning of the year. The amount of retrogression (wors- 
ened answers), however, is surprising. An analysis of the shift- 
ing of answers on the two applications of this test affords an in- 
teresting study. Much of this shifting is doubtless due to guess- 
ing, but it cannot all be explained on this basis. The multiple- 
choice form of Section I reduces materially the possibility of 
guessing the correct answer, while on Section II the require- 
ment that the student support his judgment by brief statements 
would tend to some extent at least to prevent guessing. While, 
therefore, some of the shifting was undoubtedly due to guessing, 
part of it can apparently be explained only on the ground that 
the student forgot during the year facts that he knew at the be- 
ginning, and that his judgment on certain economic situations 

* The difference between 5.1 and 2.6 is, of course, 2.5, and not 2.7. The dis- 
crepancy is explained by the fact that half-scores were given in some instances, 


and for the purposes of this summary these half-points were treated as whole 
units. 
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was rendered less sound. Theoretically neither of these things 
should happen when it is remembered that the student was reg- 
ularly attending classes where the material on which the test 
was based was constantly under discussion and that he was using 
texts and other material in which economic information and ex- 
position were clearly set forth. The prevention of these negative 
reactions would be a decided gain in the teaching of the subject. 

The question as to the value of a preliminary course in eco- 
nomics to those who take the work in principles has often been 
raised. In so far as this test is a measure of achievement in eco- 
nomics, the student who expects to pursue a course in the princi- 
ples of economics does not profit by the preliminary work either 
in high school or college. Leaving out of consideration the girls, 
since the number of cases with no previous training is too small 
to be conclusive, it appears from Table I that those who have 
had no previous economics course begin the work in principles 
with slightly less knowledge of economic facts than those who 
have had preliminary work, but that this handicap is more than 
overcome by the end of the year. The same conclusion holds 
with reference to Section II. A student, therefore, who expects 
to take the course in principles in college had better not take the 
usual preliminary work offered either in high school or college. 
He can spend his time to better advantage studying something 
else. 

Comparison between the performance of the boys and the 
girls indicates that on Section I, which asks chiefly for economic 
facts, the girls do about as well as the boys. On Section II, how- 
ever, the boys are clearly superior. 

A number of correlations were computed for the purpose of 
comparing the results obtained by the test with other important 
data for the students tested. The results are listed on page 759. 

Before commenting on the correlations it may be well to say 
a word with reference to the reliability of the criteria used. The 
“intelligence” score is the composite percentile score made by 
the students in the beginning of their Freshman year at the uni- 
versity of Iowa. This score is based upon three tests, namely, 
the Thorndike Intelligence Examination, the Ruch High-School 
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Content Examination, and the Iowa Comprehension Test.? Such 
a combination of tests is doubtless valuable for certain purposes, 
but is too general in content to yield results that could be expect- 
ed to correlate highly with any type of specialized ability. The 
results from these tests were the best available means of judging 
the students’ general educational ability, and were therefore 
used. 

The grades received by the students for their work in the 
second semester of the course in economics were also used for 
correlation purposes. These were probably even less reliable 
than the intelligence examination. The students remaining at 
the end of the second semester were those who had succeeded in 
weathering the storm of the first and were almost predestined to 
receive a passing grade. As a matter of fact only one failure 
was recorded out of 204 cases. Four students were conditioned 
and these were treated as failures in the correlations. Two were 
marked incomplete. The remainder were thrown roughly into a 
normal distribution as is required by the regulations of the fac- 
ulty on this point. Numerous other considerations enter into the 
grading of the student which tend to increase the unreliability 
of grades for comparative purposes. Some basis or bases of com- 
parison, however, must be employed to make results intelligible 
or useful, and these are practically the only ones available to the 
investigator. 

A word of comment on the correlations obtained may not be 
out of place. None of the correlations is high. Section I gives no 
correlation with any of the criteria chosen high enough to be of 
any appreciable significance. Considering the instability of the 
grades given by the instructors, the correlation of .34 between 
the final scores, Section I, and the grades may be of some import 
as showing relation between success on the test and in the col- 
lege course. The time given to this division of the test—ten min- 
utes—was too short to produce results of great significance, 
even if the other factors had been favorable. 

* A description of these tests may be found in G. M. Ruch, A Mental-Educa- 


tional Survey, “University of Iowa Studies, Studies in Education,” II, No. 5 
(December 1, 1923), 7. 
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The correlation (.17) between the initial and the final 
scores, Section I, is too low to indicate anything except perhaps 
that the student’s performance at the end of the year cannot be 
predicted from his initial score. This is not an unreasonable de- 
duction in view of the fact that the material of Section I was 
largely factual and required no great amount of native ability 
for its mastery. A high final score on this division of the test was 
a result of study rather than of native intelligence. This conclu- 
sion is supported by the practical absence of correlation between 
the gain on Section I and the intelligence score. 

The correlations computed on the basis of the scores of Sec- 
tion II are considerably higher than those of Section I. The time 
occupied by this part of the test was thirty minutes, as compared 
with ten minutes by Section I. The correlation of .56 between 
the initial and the final scores of Section II is the highest and in- 
dicates some “predictive power.” The correlations with intelli- 
gence and grades are low, but are not negligible. The correla- 
tion of .43 with grades is about as high as one could expect in 
view of the circumstances. Section II may be said to have a fair 


degree of reliability for the purpose for which it was intended. 


CORRELATIONS 

tf P.E. 
Initial and final scores, Section I er Soe ae 05 
Intelligence and initial scores,SectionI . . . . «~~ .23 05 
Intelligence and final scores,SectionI . . . . . aE 05 
Intelligence andgain,SectionI . . . . . « « 06 
Initial and final scores, SectionIIT . . . . . «~~ .56 03 
Intelligence and initialscores,SectionIIT . . . . . 433 05 
Intelligence and finalscores,SectionIT . . . . . ~~ .36 05 
Intelligence and gain, Section IT ret Sef na i: a .06 
University grades and initial scores,SectionI . . . . «18 05 
University grades and final scores,SectionI . . . .  .34 04 
University grades and initial scores, Section II po luke? ieee 
University grades and final scores,SectionTIT . . . . 43 04 


III, THE RESULTS OF THE TEST BY QUESTIONS 


One of the most important conditions of efficient teaching is 
a knowledge of the student’s reactions to the subject matter to be 
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learned. It often happens that, owing to lack of insight on the part 
of the teacher into these reactions, his efforts at presenting his 
subject are misdirected or are spent in expounding matters with 
which the student is already familiar. If the teacher could know 
the condition or state of the student’s mind or the extent of his 
knowledge of the particular item he is trying to teach—if, in 
other words, he could foresee the errors in thinking which need 
to be corrected—his efforts could be expended far more econom- 
ically and efficiently than is possible when these conditions are 
absent. 

This is especially true of the subject of economics. The stu- 
dent has been the object of economic forces ever since the day of 
his birth. He has formed a “mental set” toward economic ques- 
tions. He has learned the stock phrases and expressions used by 
his parents, the chamber-of-commerce speaker, the politician, 
and the newspaper. He thinks he knows a good deal about the 
subject to begin with, and often needs to be born again econom- 
ically before he can pursue a course of study in economics with 
any appreciable degree of profit. 

The present study has afforded an opportunity for discover- 
ing what the student in the University of Iowa thinks about eco- 
nomic questions and how he expresses himself about them. The 
material of the test, especially Section II, touches most of the 
important economic questions and problems not only of today 
but of the past and presumably of the future. A knowledge of 
the student’s reactions toward these problems, of his method of 
reasoning about them, and of the effect of his environment on 
his views should be of aid to the teacher in approaching the sub- 
ject and in clearing away obstacles that have always been 
present. 

With this thought in mind the individual answers of the stu- 
dents to the questions of both sections of the test were carefully 
checked and tabulated. Space does not permit a complete pres- 
entation of the results of this analysis. A few samples only are 
set forth here. 
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SECTION I 


Question 1.—In what century did the Industrial Revolution begin? 
Answer.—The eighteenth. 


Incorrect answers: 
Final 
ee 4 eae 2 
ee . «+ 2f oe ee 6 
ee ee a a 20 
ees) <oe ee Se 28 
aes li eS 35 
ee as a) fe ee 18 
2oth century 
Total number incorrect ar ie 109 
4a a 95 


ee ee ll 
Average score for question rt . . . .36 .45 


The figures show that few of the students learned the cen- 
tury when the Industrial Revolution began. The number who 
answered correctly on the final was only fifteen greater than 
the number who answered correctly on the initial test. This is 
true despite the fact that the text contains four chapters on eco- 
nomic history. 

Questions 5 and 6: These questions ask for the percentage 
of income that goes to labor and property, respectively. Esti- 
mates between 60 and 70 per cent for labor and 4o and 30 per 
cent for property were given a score of 1, providing the sum to- 
taled 100 per cent. Otherwise no credit was given. 

Reference to Table III shows a slight decrease in the final 
score on both these questions. This does not necessarily mean 
that the students knew less at the end than at the beginning. 
The low scores on both tests and the shifting of answers indicate 
that the scores are largely the result of guesses rather than of 
positive knowledge. The students guessed better on the initial 
test. 

The question of national income was discussed at length in 
class. While the division of income between labor and property 
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was probably made in no instance, sufficient information is giv- 
en in the text and was brought out in class to have enabled the 
student on the final test readily to make a fairly close estimate 
of the share received by each social group. The answers, how- 
ever, were little better than wild guesses. If this information is 


TABLE III* 








: Unchanged | Improved | Worsened 
Questions (Number) Answers Answers Answers 





134 45 25 
182 22 ° 
147 47 Io 
140 42 22 
163 17 24 
168 21 15 
125 55 <4 
168 21 15 
126 36 42 
142 30 32 
147 36 21 
184 18 2 
129 22 53 
133 16 
150 7 
159 22 
140 30 
163 II 
128 25 
160 16 

92 7 
118 27 
142 19 
104 21 
112 12 























142.2 : 19.9 





* Showing the number of unchanged answers, the number of improved answers, the number of 
answers poorer on the final than on the initial test, the average scores on the initial and on the final 
test, and the gain for each question of Section I. 


worth having it should be presented in such a way as to enable 
the student to adapt it to any use he may have for it. A consid- 
erable number of students doubtless knew the facts as to the 
number of wage-earners, the average income of each, and the 
total estimated income of the United States. By combining this 
information in the right way, answers to questions 5 and 6 could 
have been worked out with sufficient accuracy to answer the 


purpose. 
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Question 11.—What is the most important reason for studying eco- 
nomics? 


Answer.—To learn to judge wisely on public questions. 
Incorrect answers: 
Initial Final 
1. To train the mind Bh ag si 35 
2. To learn to manage business and make 
Se: he. -6e+u.¢? oe 6 ee 
. To satisfy curiosity gers 
. To be able to read the newspapers . 


Total incorrect answers . . . 43 
a a Se a 158 
Omitted answers Bes te ee 3 


WS ie a es eee 204 
Average score for question 11 . . . .72~ = .78 


The figures show that a considerable majority of the stu- 
dents at the beginning of the course were able to discriminate 
wisely in their choice of reasons why economics is—or should 
be—studied. Little net gain resulted from the course. Reference 
to Table III will show that whereas thirty-six who answered in- 
correctly on the first test answered correctly on the second, 
twenty-one who answered correctly on the first answered incor- 
rectly on the second. The latter evidently had no real convic- 
tions, but answered more or less at random. It is interesting to 
note that of the twenty-three who believed at first that the pur- 
pose of studying economics was to learn to make money, only six 
remained at the end of the year. This is a clear indication that 
the teaching done along the line of socializing the student has 
some results. The increase in the number of those who believe 
that the main purpose of studying economics is to train the mind 
may be viewed from two sides. First, these thirty-five may be 
looked upon as having failed to be reached by the efforts of the 
instructors to set forth the true purpose of the subject, or, sec- 
ond, they may have been unduly impressed by the rigor of the 
mental exercise involved in mastering it. 
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SECTION II 


All the propositions in Section IT of the test are false. An an- 
swer that was considered an adequate refutation of the particu- 
lar fallacy involved was given a score of four. An answer that 
was partially correct, i.e., one which recognized the proposition 
involved as false and partly, but not fully, pointed out the rea- 
son why it could not be true, was given a score of three. A prop- 
osition recognized as false but not supported by any reason or 
accompanied simply by an assertion, an irrelevant statement, or 
an incorrect reason was given a score of two. A question omitted 
was given a score of one. A proposition marked true was given 
a zero score. The reason for the latter two scores was the desire 
to distinguish between an omitted answer and a “true” answer, 
and also to eliminate scores due to guessing, and at the same 
time to avoid negative scores. Subtracting the number marked 
true from the total score would have eliminated the guessing ele- 
ment but would have resulted in negative scores in some cases. 

The types of incorrect answers given by the students on Sec- 
tion II are shown. Letters and numbers are used to designate 
particular answers. A large number of answers were pure asser- 
tions which expressed merely the opinions of the students and 
presented no argument. These are designated by the letter a. 
An equally large number are irrelevant. These are designated 
by the letter i. Others were just nonsense and are indicated by 
the letter ». Some answers would fit into any or all of these cate- 
gories. No attempt has been made at a rigid classification, as 
this was felt to be unnecessary for the purpose in hand. 

The different incorrect answers to each question were numer- 
ous. An attempt has been made roughly to classify them. Each 
type of answer for each question (proposition) is indicated by a 
number. 

There would doubtless be disagreement as to the value of 
many of the answers to the propositions of this section. Persons 
trained in economics are by no means agreed as to the correct or 
incorrect answers. No attempt has been made in this presenta- 
tion to justify the treatment accorded any of the answers, as it 
was felt to be futile. The best judgment of the writer and his 
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associates has been used in scoring the test after carefully weigh- 
ing the many possible variations. That the scoring on this basis 
has been fairly consistent is shown by the fact that on the inde- 
pendent readings of three teachers of economics of answers to 
Section II given by twenty-six students, correlations of .945, 
.917, and .903 were obtained. The matter of wording the propo- 
sitions so as to avoid ambiguity caused a great deal of difficulty. 
Even after repeated changes some of the propositions may still 
be improved in this respect. One of the inherent difficulties in 
constructing a test in the ability to reason about economic ques- 
tions is the difficulty in saying what is meant in words that the 
reader cannot fail to understand. 

As in Section I, a few of the twenty-five propositions are 
given. 

Proposition 3—If the wages of any important class of workers are 
below requirements for a decent standard of living, it would be possible 
by law to raise them to any desirable level (constitutional difficulties dis- 
regarded.) 

Answer.—Arbitrarily raising wages beyond the amount contributed to 
the product by the worker would bankrupt the employer and throw the 
employees out of work. 

Samples of partially correct answers: 

It may not be able to pay the man more salary. 

There might be more people than work, and hence it would be 
impossible to keep up wages. 

Wages depend on the business itself. 

No one could compel the employer to pay more than they are 
worth economically. 

People would refuse to pay a higher price for the commodity pro- 
duced if the commodity was not valuable. 

Wages depend on prices, production, etc. 

The laborers cannot receive more than they add to the product. 

Types of incorrect or inadequate answers: 

. Prices would go up. 

. Supply and demand determine prices. 

Would cause unrest and dissatisfaction. 

. Standard of living must be brought about by education. 
. The legislation would cause another group to suffer. 

. The state (now) regulates wages to a certain extent. 

. Not any desirable. It could raise them somewhat. 

. Miscellaneous. 


Ont anh wn 
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SUMMARY 

Marked False, with incorrect or inadequate reason given: 
Initial Final 
244 ts«3 
29 29 
3 2 
3 
14 
I 


On Anh WwW DH BZ we 


5 

eee a we ewe ome ee 85 
Correct, partially correct, false with no rea- 

son, or omitted ge ae Saree ee 46 

Marked True a) > <<’ gt =a 73 


| nee lhl 
Average score (of possible 4) . . .12.10 1.51 


Proposition 20.—A protective tariff is a good thing for the country 
even if it does make consumers pay somewhat more for goods, for, if Ameri- 
cans buy European products, America has the goods and Europe has the 
money; but if Americans buy American goods, America has the goods and 
the money both. 

Answer.—Foreign trade is an exchange of goods for goods, not goods 
for money, as this statement implies. 

Samples of partially correct answers: 

The countries exchange goods, and money is received by both 
countries. 

Protective tariffs shelter unprofitable industries. 

A balance of trade is kept between countries. 

Foreign nations will buy equally as much from America as she 
does from them, and the tariff merely increases the price she 
must pay. 

Commerce in the main is not a transaction of dellars and cents. 

Types of incorrect and inadequate answers: 

1. The country will lose because only a few will profit. 

2. What money we lose by importing we gain by exporting. 

3. We profit by trade; if we do not trade with foreign countries 

they are not apt to trade with us, thus a loss resulting to 
both parties. 
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4. If we buy from some other country we have our own goods 
besides as much more from the other country. 
5. Miscellaneous. 
SUMMARY 

Marked False with incorrect or inadequate reason: 
Initial 

20 

16 


4 
I 


at Ww DH BZ BO 


I 

a eee ee eee 
Correct, partially correct, false with no rea- 

son, or omitted 6 ie me «a 


Marked True 


Total . 
Average score 


. 142 


. 204 


58 


1.52 


The gain in average score resulted not so much from a grasp 
of the principle involved in this proposition as from the mere 
recognition that it is a fallacy. From 142 who regarded it as 
true on the intial test the number fell to 60 on the final test. 


Proposition 24.—The word “monopoly” means a large and powerful 
corporation. 
Answer.—The word means simply control of supply, but usually im- 
plies also the control of price. 
Samples of partially correct answers: 
Monopoly means control of an article. 
Monopoly means the right to set the price. 
A monopoly can control supply and demand. 
A man holding a patent has a monopoly. 
Monopoly means limitation of output. 
Types of incorrect or inadequate answers: 
1. Monopoly means cornering some commodity. 
2. Monopoly is a group of corporations working together. 
3. Monopoly means a business commanded by one head or heads. 
4. Monopoly means unfair competition. 
5. Miscellaneous. 
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SUMMARY 
Marked False, with incorrect or inadequate reason: 
Initial Final 
59 5° 
I 
I 


Total “En eT a oe 
Correct, partially correct, false with no rea- 
son, or omitted . 
Marked True 


Total . 
Average score 


SUMMARY 


From Table IV it is seen that the mean average gain on Sec- 
tion II was .49 on a base of 4. On the intial test a total of 366 
answers were given a perfect score while on the final test there 
were 687 perfect answers, a gain of 321. The total number of 
answers (20425) was 5,100. Of the 5,100 answers, 1,958 
were “true” on the initial and 1,400 were “true” on the final 
test, a decrease of 558. 

It will thus be seen that the year’s work in the principles of 
economics, as measured by this test, resulted in a positive gain. 
Whether this gain is as large as it should be it is impossible to 
say with assurance in view of the fact that no basis of compar- 
ison is available. To the writer it appears too small when the 
amount of time spent in studying the material on which the test 
is based is considered. The propositions in Section II are glaring 
fallacies to one familiar with the principles underlying the sci- 
ence of economics, and yet on an average more than one-fourth 
of them were taken to be true at the close of the year’s work. Of 
the “false” answers, 1,686 were supported on the initial test by 
reasons considered incorrect or inadequate, and on the final test 
the number was 1,646. It appears, therefore, that little of the 
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gain made on the test was the result of improved ability to state 
why the propositions were fallacious. 

In view of the fact that the purpose of studying economics is 
to increase one’s ability to think clearly on economic questions, 


TABLE Iv* 











Initial 
Questions (Number) | “4 Improved Worsened Average 
re 








78 43 14 
35 . 24 
81 36 .10 
83 41 .60 
75 38 -73 
141 17 .89 
26 12 -15 
43 26 . 69 
29 .03 

37 06 
20 -53 
42 -98 
48 -QO1 
31 .25 
19 .50 
25 . 80 
-39 
.18 
.24 
.58 
. 66 
.83 
.52 
92 
.78 


NOS HHH 


HH DN NHN HH DY HD DD 
a... 2 ose oe 2 ae a anne 


inl 


NH HD 























IOIr.5 ‘ 31.9 1.39 I. 


* Showing the number of unchanged answers, the number of improved answers, the number of 
answers poorer on the final than on the initial sont, i score on each question of the initial and 
of the final test, and the gain for each question of Section I 

Table IV is to be read as follows: On question No. 1, 83 students gave the same answer 
on both tests; 78 improved their answers; and 43 gave a poorer answer on the ~“t— on the initial 
test. If all the students had answered the question correctly, the average score would have been 4. 
Actually the average initial score was 1.14 and the final score was 1.57, @ gain of -43- 





and since these propositions are presumed to be representative 
of the outstanding fallacies prevalent in the popular mind, it 
seems to the writer that the course in the principles of econom- 
ics is not accomplishing its purpose as fully as could be desired. 
Several reasons might be adduced as to why this is true. In the 
first place, the subject matter comprising the science of eco- 
nomics is abstract and difficult for the beginner to understand. 
As stated previously, the student upon entering the course in 
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principles is full of preconceptions and naive to the extreme. He 
is accustomed to take economic phenomena more or less for 
granted, never stopping to ponder upon the underlying causes or 
principles of the activity he sees going on about him. He cannot 
see the economic woods for the trees. The chief object of the 
course in principles, in the opinion of the writer, should be to 
teach students to view economic activities in the light of their 
underlying social significance rather than from the individual or 
class standpoint. The reason, for example, why the tariff receives 
such widespread approval on the part of the students in the 
course in principles is that they fail to make a distinction be- 
tween the benefit derived by a certain class or classes and that of 
the nation (or world) as a whole. When they talk or think of the 
advantage of “putting money into circulation” they are thinking 
of the advantage to the individuals who receive the money in- 
volved in the particular transaction, and not of the deeper mean- 
ing to society as a whole. The ability to think in social (general 
or abstract) terms about economic activities seems to be exceed- 
ingly difficult for the beginner to acquire, but without it he can 
never succeed in “judging wisely on public questions.” 

A second reason for failure to show greater progress is be- 
lieved to be the attempt to cover too much ground in the course. 
The texts are usually large, bulky volumes filled with facts and 
exposition. Such at least is the text used by the group whose 
performance is set forth herein. There simply isn’t time in a 
year’s three-hour course for the ordinary student to assimilate 
the mass of material presented. Instead of trying to give the stu- 
dents in the principles course a smattering of all the later spe- 
cialized courses in the field of economics, it would seem wiser 
to confine the work of this course to a consideration of actual 
principles and problems and to use only such economic facts as 
are necessary thereto. 

On the students themselves doubtless rests part of the re- 
sponsibility for mediocre results. The average Sophomore is not 
especially noted for his thirst for knowledge of economics or of 
any other academic subject. To do well in this course requires 
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close application and study. This is something the average mod- 
ern student seems to try to avoid as much as possible. If some 
way could be found to motivate the work—to make it more in- 
teresting, to use the language so familiar in recent years to the 
ears of the pedagogue—greater progress could doubtless be 
made. But the greatest possibilities seem to lie in a revision of 
the course to a point where it will cease being a general reposi- 
tory of economic knowledge and become a body of material 
with a specific purpose in view, namely, to teach the principles 
of economics. 
SUMMARY OF CONCLUSIONS 

1. As measured by the test used, students of Principles of 
Economics at the University of Iowa begin the course with a 
considerable fund of knowledge of economic facts and make a 
small gain in such knowledge during the year. They make no 
improvement in ability to answer questions about material which 
is not specifically taught in class and with which they do not 
come into contact in other courses or in their general reading. 

2. As measured by the test used, students in the University 
of Iowa, as a result of a year’s work in economics, increase their 
ability to reason on economic questions, but not to the extent 
that they are able unerringly to detect common fallacies. They 
show only a slight increase in ability to state concisely the rea- 
sons for the fallaciousness of unsound propositions. 

3. The amount of apparent retrogression is nearly half as 
much as the improvement. Part of this retrogression, however, 
can doubtless be explained as being due to guessing. 

4. The fact that a student has had a course in economics in 
high school or in the university or both does not help him in 
answering questions on a general test such as was used in this 
study. 

5. Students whose parents live on farms are no more dis- 
posed to blame non-agricultural groups for the recent economic 
distress of the farmer than are students who live in town. Those 
who are disposed to do so are as ready to accept arguments in 
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contradiction of their views as are the students whose interests 
are not primarily agricultural.* 

6. It is the opinion of the writer, based upon a careful an- 
alysis of the results of the test, that the course in the Principles 
of Economics could be improved by a reduction in the amount 
of “survey” material and an increase in the number of concrete 
economic problems. 

7. The results obtained on the test did not yield high corre- 
lations with the grades given by the instructors at the end of the 
year or with the “intelligence” scores made by the students on 
the Freshman Examination given in September, 1923. This was 
probably due to the unreliability of both these criteria as well as 
the test itself. The correlation of .56 between initial and final 
scores of Section II (Sophomores) was the highest obtained for 
this group, and indicates possibility of predictive value. 

RUDOLPH PETERSON 


CorNnELL COLLEGE 
Mount Vernon, Iowa 


* This conclusion is based upon an analysis of the answers to question No. 
14, Part I. 
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Co-operation in the United States. GRAIN DEALERS’ NATIONAL 
AssociaTIon. Toledo, Ohio, 1925. Pp. 126. $0.50. 


The latest contribution to the critical literature of co-operative 
marketing, Co-operation in the United States, is “based on official 
sources” and “designed as a textbook on co-operation for farmers, 
bankers, students, editors, and others.” It has been prepared by the 
Grain Dealers’ National Association. 

The Grain Dealers’ National Association is the trade association 
of the established grain trade. Its membership is composed largely of 
representatives of elevators and grain dealers. These members are in- 
terested in maintaining the status quo of the grain business, and are 
not entirely unbiased critics of a movement which affects their busi- 
ness. For that reason a handbook published by the Grain Dealers’ Na- 
tional Association on the subject of co-operation must be read with 
more than the customary grain of salt. 

The publication may be characterized as a collection of clippings 
designed to show that co-operation works under some conditions but 
seldom under the conditions imposed by the marketing of grain. The 
first eighty-two pages are devoted to a historical survey of co-operation 
in the United States. The theoretical discussion takes up the advan- 
tages of co-operation (pp. 83-97), the disadvantages of co-operation 
(pp. 97-119), and a general summary (pp. 119-24) which considers 
“the things that co-operatives cannot do.” 

The advantages of co-operation are divided into “incidental ad- 
vantages and benefits” and “fundamental benefits and advantages.” 
“Incidental” advantages and benefits are said to arise through the 
power of co-operatives (1) to fight trade abuses; (2) to co-operate 
with middlemen; (3) to furnish markét information; (4) to increase 
bargaining power; and (5) to secure economies in marketing. “Funda- 
mental” benefits and advantages are said to arise through the ability of 
co-operatives to secure (1) better inspection, grading, and standardi- 
zation procedure; and (2) better methods of production. 

Most of these “incidental” advantages and the first “fundamental” 
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benefit are not frankly admitted to apply to co-operatives engaged in 
marketing grain. 

Although the power to correct trade abuses is not denied, the fact 
of the benfiecial trade effect of the co-operative elevator is softened by 
the assertion that “the element of trade abuse in marketing may be 
easily overemphasized,” and that “far greater progress has been made 
by co-operatives through co-operation with the middleman than by 
fighting the middleman” (p. 83). 

In regard to the third and fourth “incidental” advantages, which 
have to do with the bargaining power possessed by co-operatives, it is 
stated that “bargaining power for the seller is highly important on any 
local and narrow market. On the great central markets for grain and 
livestock a special group of bargainers for the farmer has grown up, 
namely, the commission merchants, who make their living and stay in 
business only by selling farmers’ products at prices satisfactory to the 
farmers who consign to these markets” (p. 85). Similarly, grain co-op- 
eratives are practically excepted from the fifth advantage, that of se- 
curing economies in marketing: “It is obvious that in the realm of 
fruits and vegetables and other perishables there is to be found the 
greatest opportunity for these economies in marketing” (p. 85). 

The “fundamental” benefits and advantages due to inspection, 
grading, and standardization are likewise summarily disposed of, as 
far as grain co-operatives are concerned, by the statement that “to the 
extent that the government has not done the work of grading and 
standardization, just to that extent is the opportunity greater for the 
co-operative to perform the service. The outstanding example of gov- 
ernmental inspection, grading, and standardization is grain” (p. 85). 

It is hardly necessary to criticize all of the foregoing contentions 
in detail, but it may prove of interest to consider this last point, since 
it concerns one of the important planks in the marketing plan of the 
co-operative grain associations. It is maintained by the pools that 
wheat may be governmentally inspected, graded, and standardized, but 
yet afford scope for co-operative endeavors to secure better inspection, 
grading, and standardization. For instance, the pools use the argument 
that since government grades do not classify wheat according to the 
protein content, upon which the millers’ valuation largely depends, it is 
necessary for the growers to unite so that premiums paid for protein 
wheat will be passed on to the grower.* 


* Recognition of the Association’s contention is found in the growing agitation 
favoring a revision of grades so that they will account for the protein content. 
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The alleged weaknesses (pp. 97-119) of co-operative marketing 
are general in nature. Co-operatives, for instance, are said (1) to be 
over-promoted; (2) to be mutually antagonistic toward one another; 
(3) to incite violence, since “farmers . . . . use all the labor-union 
tactics when these tactics promise to gain their ends”; (4) to foster 
extravagance; and (5) to smother private initiative. All of these trou- 
bles are found by the Grain Dealers’ National Association to be espe- 
cially acute in the big central co-operatives which operate on the pool- 
ing plan. 

We come now to the treatment of limitations on co-operation, in 
which it is maintained that co-operatives cannot (1) fix prices; (2) 
guarantee cost of production plus a profit; (3) eliminate the middle- 
man; (4) eliminate speculation; (5) cut costs greatly. 

In regard to the first limitation it is reasoned that price-fixing 
policies cannot succeed, since “the law of supply and demand is in 
operation, and cannot be set aside by any co-operative organization, 
however strong it may be Overproduction is the automatic 
remedy for price fixing” (p. 120). Similarly, in discussing the second 
limitation, it is pointed out that co-operatives cannot guarantee cost of 
production plus a profit because demand is often the all-important con- 
sideration in the fixing of price (p. 122). a 

The other limitations cannot be accepted without major qualifica- 
tions. It is mot evident that co-operatives cannot eliminate certain 
varieties of middlemen, or that they cannot eliminate some forms of 
speculation. It is true that co-operatives cannot eliminate the middle- 
man’s function, but they can assume part of the function and they can 
eliminate some speculation. 

It is on the fifth count, which maintains that co-operative market- 
ing associations cannot cut costs greatly, that the Grain Dealers’ Na- 
tional Association lays greatest stress. The reason given in support of 
this conclusion is that the marketing system is entirely too competitive 
to permit the inefficient to remain long in it, or to permit “huge and 
hideous” profits to go to the distributors. It is alleged that the co-op- 
erative may easily increase the costs of distribution, owing to incom- 
petent or inexperienced management or to lack of facilities (p. 123). 

To quote the publication: ; 

Turn now to wheat as an outstanding example of an increase in market- 
ing costs by reason of setting up elaborate overhead machinery in the name 
of a “pool.” It performs substantially the same service as existing middle- 
men, but charges two or three times as much for it. This is one source of 
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loss, a serious one. Some pools speculate heavily, by holding grain for higher 
prices, and in this way may, and sometimes do, incur severe and extreme 
losses (p. 124). 


To support the contention that speculative losses are incurred by 
pools only one example is cited: in the 1922 North Dakota wheat pool 
a million bushels held by the pool for a rise in price was sold at an 
approximate net loss of seven cents a bushel. No attempt is made to 
use figures of the later pools which were administered on a rising mar- 
ket, and which netted profits to pool members. In view of the dearth 
of evidence presented in support of the contention that a pool’s holding 
policy occasions loss, it would seem as appropriate to maintain that 
the “dumping” policy of unorganized growers results in loss. The dif- 
ference to the farmer between a holding policy and a dumping policy 
depends upon the trend of the market. On a falling market the holders 
of grain are bound to suffer losses from decreased prices, while on a 
rising market they are bound to benefit through increased prices. The 
crop year 1924 affords a well-known illustration of a period of rising 
wheat prices during which a great amount of wheat was sold at rela- 
tively low prices in the fall months. Under a more regularized rate of 
farm sale, a smaller fraction of the crop would have been sold at the 
low prices of the fall, and a larger fraction at the high prices of early 
spring. 

In regard to the other indictment with respect to the cost of oper- 
ating wheat pools, that the pool “performs substantially the same serv- 
ice as existing middlemen, but charges two or three times as much for 
it,” we find what would seem to be either a wilful misuse of operating 
figures or a high degree of ignorance on the part of the Grain Dealers’ 
National Association. 

For example, figures of the Federal Trade Commission published 
in the first volume of its report on the grain trade are quoted which 
show the “average buying margins of different types of elevators dur- 
ing the crop years 1912-13 to 1916-17” as 6.39 cents per bushel for 
co-operative elevators; 5.39 cents per bushel for line elevators; 7.04 
cents per bushel for independent elevators; and 7.15 cents per bushel 
for mill elevators. These buying margins, which must, on the average, 
cover the elevator costs, are assumed to be comparable with the costs 
of representative pools in 1923, which are quoted as follows: Okla- 
homa-Texas, 14.57 cents per bushel; South Dakota, 13.8 cents per 
bushel; Colorado, 24.6 to 16.7 cents per bushel; North Dakota, 13.7 
cents per bushel; Nebraska 17.4 cents per bushel. 
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The two sets of figures are not directly comparable, since pool cost 
figures cover not only the expense of handling at local points, but also, 
in a great proportion of cases, the expense of taking the grain to an 
ultimate consumer, either miller or exporter. In addition, no allowance 
is made in the comparison for the fact that pool costs in 1923 were 
relatively high, as they covered (with the exception of Texas-Okla- 
homa) only the first year of operation. As the pools develop more effi- 
cient operating methods and increase the volume of sales, operating 
costs may be expected to decrease. The experience of the Texas-Okla- 
homa pools indicates this (Table I). 


TABLE I* 


VARIATIONS IN OKLAHOMA-TEXAS Poot OPERATING CosTS WITH 
CHANGES IN VOLUME MARKETED, 1922-24 





Costs (Per Bushel) 1922 1923 1924 





.07628 -06849 .05490 
Operating expense .02205 -O1797 -01464 
Local elevator handling -04499 -04271 -03985 
Reserves, etc . -O100 -01653 .O1940 





Total pool cos - 15332 -14570 .12879 
Vien meh Ne (bushels). . 3»179,595 557715277 8,710,276 

















* From an analysis of pool operations pre; by Mr. R. L. Burel, C.P.A., executive accountant 
of the Southwest Wheat Growers, ‘Associated (the joint sales organization for the Oklahoma and Texas 
wheat growers’ associations). July I, 1925. 

The statement, therefore, that the “figures indicate that it costs 
from two to five times as much to market wheat through a pool as 
through the open market” is clearly misleading when one considers 
that the costs incurred by the pool bring the grain in many cases to the 
ultimate consumer, while the costs reflected in the elevator margins are 
generally incurred in getting the grain merely to the terminal handlers.” 

A later volume of the Federal Trade Commission’s report on the 
grain trade, curiously enough, evaded the eyes of the Grain Dealers’ 
Association’s clipping service. In Volume IV, Middlemen’s Profits and 
Margins, the combined margin of local and terminal dealers is given 
as 18.89 cents per bushel for the year 1919-20, of which 11.93 cents is 
the margin of the country elevator, and 6.96, the margin of terminal 
middlemen.* Although it is admitted that 1919—20 was a year of high 

7 In fact, the pooling associations pay the country elevator margins today as 
fixed charges. 

* Middlemen’s Profits and Margins, Pp. 78-79, Table LVIII. 
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costs, these figures (which include total costs in getting the wheat to 
consumers) are more properly comparable with the pool cost figures of 
1923 than are the 1912-17 figures of local elevator costs. In point of 
fact, no careful analysis of the difference in costs of the two sales meth- 
ods is at present available. 

It is not the intention of the reviewer to eulogize the wheat-pooling 
associations. They are presumably far from perfect. But it is his opin- 
ion that the publication under review fails to give, as it purports to 
give, a careful analysis of co-operation. 

Josreru G. Knapp 

STANFORD UNIVERSITY 


England on the Eve of the Industrial Revolution: A Study of 
Economic and Social Conditions from 1740 to 1760, with 
Special Reference to Lancashire. By Louis W. Morrit, 
Pu.D. (Edinburgh). London: P.S. King & Son. Pp. xxi+ 
312. English price, 12/6. 

The title on the cover of this book stirs high hopes, and when one 
reads, in the first paragraph of the preface, that the author has been 
moved to his choice of subject by “the lack of any extended survey of 
economic conditions in the years immediately preceding the Industrial 
Revolution” the hopes go higher still. Perhaps here is the book we 
have long been looking for, one that will gather up the results of recent 
specialized researches on eighteenth-century conditions, just as Mr. 
Lipson gave us, over a decade ago, a revised version of medieval eco- 
nomic history. The painstaking works, the special monographs, the 
ransackings of local manuscripts and private papers by Unwin, Dan- 
iels, Ashton, Gonner, Prothero, Lord, Mantoux, the Hammonds, Has- 
bach, Slater, and a score of others have overwhelmed us with knowl- 
edge of the eighteenth century and have rendered Toynbee’s classic 
fragment out of date. We do therefore need a good general survey of 
life in the eighteenth century, almost as much as we need one of the 
seventeenth century. 

But Dr. Moffit has not given us what we need. The fundamental 
defect of his book is that it tries to do too much. It attempts to be a 
piece of research work and also a compilation based on well-known 
original and secondary authorities; it tries to study Lancashire in de- 
tail and at the same time connect the developments there with the 
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“broader sweep” of events in the rest of the country; it seeks to cover 
the whole canvas of agricultural technique, land tenure, marketing 
methods, inclosures, distribution of population, manufacturing and 
mining processes, industrial and commercial organization, transporta- 
tion, labor, and social conditions—all in 278 pages of fairly large type. 
American Ph.D. work is often criticized on the ground of its over- 
minute concentration on a tiny plot of knowledge; but if Dr. Moffit’s 
ill-advised “spread” is typical of what is done for the Ph.D. in Britain, 
we may well think the American plan the lesser of two evils. There is 
plenty of new ground still to be broken, even in the eighteenth cen- 
tury, as the work of the Manchester School of Economic History has 
plainly proved; and every second Lancashireman must have assured 
Dr. Moffit that Lancashire alone was a subject worthy of many new 
volumes. Had our author, for instance, confined his attention to de- 
veloping further one of the most interesting sections of his work, i.e., 
the coming of the new husbandry and inclosures in a county full of 
new-found industrial activity, we should have been truly grateful. 

The book is therefore chiefly a compilation of facts, some of them 
familiar ones, with Lancashire as the main source of supply. There is 
a little about everything, and not enough about anything. Generaliza- 
tions are recognized as “dangerous,” and so “have been avoided or 
made tentatively” (p. xvii). Hence we plod from fact to fact, from 
one paragraph heading to the next, till finally the last chapter ends, as 
if cut off at random with a knife: “At Preston there was one [friend- 
ly] society, dating from 1762, which had 154 members” (p. 278). 

But enough of this central demerit of the book. We may concede 
that the facts have been carefully collected, marshaled, and presented 
with abundant reference to the authorities. The survey is almost en- 
cyclopedic in scope, and the sections on the technique of agriculture 
and industry tell us something about every relevant aspect, whether 
it be the use of implements, the yield per acre, rotations, the kinds of 
manure, the conservatism of farmers, the danger of fire damp, mine 
drainage, textile equipment, or the making of hats. The pictures of 
living conditions supply details concerning housing, wages, the quan- 
tity and kind of food, styles of dress and female coiffure, the consump- 
tion of potato pies seasoned with beef or mutton, the state of public 
health, pauperism, and the popularity of haggis. One feels as if Dr. 
Moffit has been with Defoe and Arthur Young, taking notes all the 
time, through the towns and countryside, looking at the fields, the 
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farmyards, and the mines, peeping through the windows or knocking 
at the door of manorhouse and cottage, and even penetrating into the 
wardrobe and the kitchen cupboard. Thanks to the multitude and 
variety of his notes, his people almost come to life. But not quite. 


H. HEATON 
QuEEN’s UNIVERSITY 


Unemployment Insurance in Great Britain: A Critical Exami- 
nation. By the authors of: The Third Winter of Unem- 
ployment, and Is Unemployment Inevitable? (W. T. Lay- 
ton, Chairman). London: Macmillan & Co., 1925. Pp. 68. 


This is not a study of all aspects of British unemployment insur- 
ance. Rather, it attempts to answer some special questions which have 
a present public interest in England, e.g., Has unemployment insur- 
ance diminished the incentive to find work, the willingness to change 
occupation or location, the desire to retain work, or the willingness to 
accept temporary jobs? 

The method followed is the same admirable one that this dis- 
tinguished committee has used before: Local studies are made by ex- 
perts on the basis of a standard questionnaire, and these are published 
in full, in addition to the observations of the committee. The reader 
can thus judge for himself what the material is worth; he can get sug- 
gestions from material that cannot be summarized; and he knows 
what questions were not answered. As to this last, the attempt to 
investigate the effect of insurance on wages yielded no useful results 
in this case. The other admirable point in method used was the selec- 
tion of areas, so that the greatest possible variety of industrial condi- 
tions came under survey. 

Since the report is designed to ascertain where improvements 
were possible, adverse criticisms tend to be emphasized. These criti- 
cisms are not entirely new, but here they are tempered with fact and 
rest on a firmer foundation than before. (1) The rush of insurance 
work is found to have been hard on the placement work of the ex- 
changes. This was Morley’s opinion (Unemployment Relief in Great 
Britain, Houghton Mifflin, 1924). But neither Morley nor anyone else 
has shown why the staff cannot eventually be increased to take proper 
care of all of its functions. Present pressure for government economy 
delays this, of course. (2) A finding of the Royal Commission of 1920 
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is also corroborated: employers do not co-operate with the system, 
even to the extent that would appear to be to their advantage. (3) 
The distinction has not been well maintained between insurance and 
poor relief. This is because the benefits have been so low that even 
the regular and able-bodied worker must after a time rely on a poor- 
relief supplement. Cohen’s remedy (Insurance by Industry Examined, 
King, 1923) was to base benefits on normal earnings of the worker in 
question. Morley vaguely proposed insurance by industry. This com- 
mittee would increase the family allowance part of the benefits. 

Apart from direct criticism of insurance, there are interesting 
criticisms of present industrial policy. Indeed, one of the greatest 
gains from the acceptance of national responsibility for unemploy- 
ment may come from the light thrown on the many industrial prob- 
lems which are bound up with unemployment. The present report de- 
votes considerable attention to the problem of juvenile workers, the 
aged, and women in industry. Briefly stated, a depression period calls 
for the withdrawal of all possible supplies of labor from the market. 
Yet low wages make it more than ever necessary for children, the 
aged, and women to work. Unemployment insurance forces the com- 
munity to consider, as this committee has been considering, how long 
juvenile training may be continued, how soon aged persons should be 
pensioned, and whether women—particularly married women—should 
be treated as part of the working force. The clearest case for change 
is in regard to children. There would be a great advantage in prolong- 
ing the education period in depression, to serve the double purpose of 
education and of relief of the labor market. As with relief works, this 
will cost more than mere unemployment benefit. But the results here 
would be infinitely better than with relief works. Instead, however, 
the state “economizes” its education expenditure and employers re- 
duce costs by snapping up younger and cheaper workers at the expense 
of older ones. 

On the main questions which the committee asked the answers 
are surprisingly favorable to unemployment insurance, considering 
the four years of continuous depression which has made necessary the 
abandonment of any limit to the period during which benefits are paid. 
There has been no widespread abuse of benefit. The detection of 
fraud and the administration generally seem very good. And most 
important, the problems which involve the effect of insurance on in- 
dustrial morale show few of the dangers which have been feared. It is 
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an employer who notices that the general effect of unemployment in- 
surance is to create “a more contented, and therefore more efficient, 
worker.” The committee comes out strongly against the use of the 
term “dole” as applied to this insurance—a newspaper epithet to 
which Morley fell victim. Such a term, in any exact sense, is unjusti- 
fied by the facts, and its continued use undermines that very self-re- 
spect of the insured worker which is a central object of the system. 
N. A. ToLiEs 


Lonpon ScHoot oF EconomMIcs 


Retail Accounting and Control. By ALBERT C. HopcE. Chicago: 
University of Chicago Press, 1925. Pp. xx-+-545. $4.00. 

This book begins with an examination of retail functions and or- 
ganization, with special reference to large department stores and the 
use of “standards and records” in the control of retail operations. At- 
tention is then given, in turn, to: merchandising reports; the use of 
estimates; expense classification, budgeting, and allocation; sales pro- 
cedure and records; purchasing procedure and records; and stock 
control. Chapters xvi—xxiv represent a full discussion of such specific 
divisions and sections of the “control” phase of merchandising as ship- 
ping, mail-order, “exchange,” “adjusting,” accounts receivable, ac- 
counts payable, auditing, and cashier. The book concludes with an 
appendix consisting of four “cases” of retail organization and oper- 
ation. 

In the opinion of the reviewer—who has a rather limited knowl- 
edge of retailing—this is an excellent piece of work. The discussion is 
full, in the main well balanced, and is obviously based on extensive 
study and research. The numerous concrete suggestions in the way of 
account titles, report outlines, and record forms constitute an espe- 
cially valuable feature. In this connection the reader must of course 
bear in mind the fact that such an elaborate classification of activities 
and system of record-keeping as is described by Professor Hodge is 
applicable only to the large establishment, not to the average small 
store. Among the other significant features of the book may be men- 
tioned the sane discussion of the allocation of expenses and the thor- 
ough treatment of inventory procedure. 

The book should prove to be a satisfactory text for use in courses 
in retail accounting and management in which a great deal of atten- 
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tion is devoted to the detail of retail operation and record-keeping, 
and a valuable reference book for students of more general courses. 
The problems and questions included are likely to prove to be some- 
what unsatisfactory to accounting teachers, however, in that they are 
largely of the discussion type and do not lay sufficient emphasis upon 
the underlying accounting framework. It is believed that the book will 
be found to be especially useful to retail executives and accountants 
as a manual of organization and procedure. 

Some will not agree with the author’s position that the problems 
of cost accounting are just as difficult and just as important in retail- 
ing as in manufacturing. However, the distinction between the two 
fields either from the standpoint of economic principles or from that of 
actual operating conditions is by no means as sharp as orthodox ac- 
counting procedures imply; and the general point of view of the au- 
thor in this connection seems to be fully justified. 

In the nature of the case the controversial material of accounting 
is avoided in this book. Certain questionable doctrines seem to be 
accepted, however. For example, it is hard to see the justification for 
the treatment of income taxes as a general expense (p. 148) or for the 
inclusion in selling expense of interest on stock “at an arbitrary and 
uniform rate.” In fact it might be urged that Professor Hodge’s con- 
ception of fixed expense is unduly broad, and that he goes too far in 
recommending a functional classification of this group of charges. 

In the first question for class discussion the author asks, in effect, 
for criticisms of the title of the book. In this connection the reviewer 
would like to suggest that since accounting is here considered to be a 
phase of the “control function” in retailing, the title might well have 
been reduced to “Retail Control.” Doubtless the inclusion of the word 
“Accounting” was a concession to conventional usage. 


W. A. Paton 


UNIVERSITY OF MICHIGAN 


Post-War Britain. By ANpRE Siecrriep. Trans. by H. H. 
Hemmine. New York: E. P. Dutton, 1925. Pp. 314. $3.50. 
Professor Siegfried could hardly have set himself a more exacting 
task than that indicated by the title of this book. British social his- 
tory presents even to an Englishman the peculiar difficulty that its 
determining forces are never fully articulate, nor always clear even in 
retrospect. The transformation of British society between 1830 and 
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1860, fully documented though it is, retains a great deal of obscurity 
even at this distance; but the ferment that is now in progress com- 
prises far more elements than the nineteenth-century revolution, with 
fewer dominant trends or personalities, and an unfortunate absence 
of really first-rate minds. The success of this contemporary analysis 
by a foreign observer is therefore nothing short of amazing. 

The first half of Professor Siegfried’s book is given to an exam- 
ination of the economic position in domestic and in international af- 
fairs. This is followed by three chapters on population trends and 
policies. The political effects are then analyzed, both in their bearing 
on the evolution of political institutions and in respect of the contem- 
porary party situation. The book closes with a finely tempered dis- 
cussion of the British attitude toward France. The author’s method 
is a blend of description and statistical analysis which enables him to 
state the trends and problems in realistic and dynamic terms; and per- 
haps the unique merit of the book lies in its appreciation, born of the 
writer’s long experience in England, of the less articulate assumptions, 
traditions, and conduct-patterns of “these islanders.” The history is 
brought down to the inauguration of the Labor government in Jan- 
uary, 1924; the statistical material—which is very well selected—to 
July of that year. The typography and production of the book are a 
refreshing illustration of the best traditions of British craftsmanship; 
the one serious defect is the lack of an index. 

Such comments as a reviewer can make on a work of this scope are 
necessarily limited, and the general soundness of Professor Siegfried’s 
conclusions confines them to matters of shading and perspective. His 
first sentence suggests some overemphasis on the solidarity of the 
Conservatives on the protectionist policy, and a too categorical dis- 
tinction between the economic backgrounds of the historic parties. 
Protectionism is, despite appearances, decidedly weaker even among 
Conservatives than it was twenty years ago, while on the other hand 
the recent mining crisis has signally demonstrated the abandonment 
by all parties alike of the dogmas of laissez faire. Economists will be 
interested, in view of Mr. Keynes’s subsequent discussion of the gold 
standard, in the comparison of costs and real wages in the domestic 
and international industries given in section 4 of chapter ii. The au- 
thor’s treatment of the political problems of the empire and the crown 
may be noted as especially useful. In his analysis of the social back- 
ground of the Labor party it is interesting to find Dr. Siegfried em- 
phasising the importance of nonconformist religion just as Leon Trot- 
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sky independently does in Whither England. Neither Siegfried nor 
Trotsky has fully appreciated the psychology of the cleavage in the 
party, but the Frenchman is nearer to a just estimate than the irasci- 
ble Russian. Like most observers, Professor Siegfried is tempted to 
underestimate the strength of liberalism in Britain on the basis of the 
vicissitudes of the Liberal party. As he remarks, “the war and the 
Lloyd George régime were certainly enough for any one generation.” 
They were in fact more than enough for a school of opinion whose as- 
sumptions neither Mr. George nor the militarists were constitutionally 
capable of understanding. It is none the less probable that the forces 
which make for a policy of enlightened empiricism will reveal them- 
selves as permanent elements of British society when the penumbra of 
the past ten years has lifted a little. 
WILLIAM ORTON 
SmiTH COLLEGE 


Financial Developments in Modern India. By C. N. VAKIL. 
London: P. S. King & Son, 1925. Pp. xxix-+-640. 21s. 

Of late there have been appearing an increasing number of studies 
on Indian economic problems. As many of these have been written by 
native Indian professors and scholars they have an approach and a 
point of view which in itself is extremely valuable. This volume on 
Indian government finance belongs to this group. 

The book is divided into four parts. Part I is introductory, Parts 
II and III deal with “Expenditures” and “Revenues,” respectively, 
while Part IV is in the nature of a general survey and review. The 
book is well indexed and the appendix contains voluminous tables. 

The five chapters of Part I deal in a very general manner with the 
political and administrative aspects and conclude with a résumé of 
Indian finance in 1860, the date when the study proper begins. Part 
II, in discussing expenditures, analyzes in very considerable detail the 
various classes of the Indian government’s expenditures under the 
heads of defense, civil expenditures, interest charges, and English 
charges. This last includes practically all payments made to England 
on various accounts such as interest on the public debt, interest on 
guaranteed railway securities, dividends on the stock of the East India 
Company, persions, and similar items which are classified in the In- 
dian government accounts as “Home Charges.” As the author is a 
native of India this seems to him something of a misnomer. 
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Part III deals with the sources of revenue, discussing such direct 
taxes as the income tax and the land tax as well as the various indirect 
taxes, as customs, excise, stamp, and other miscellaneous sources. The 
last part, Part IV, discusses, in light of the evidence presented, the 
position of India and some of its problems. 

The author has assembled a vast amount of data which indicates no 
small amount of laborious research. At times the discussion branches 
out and deals with questions not usually regarded as financial, al- 
though they make interesting reading. In general Mr. Vakil appears 
critical of the Indian government’s financial policy, which was prac- 
tically dictated by the English government. He appears to feel that 
India’s interests have frequently been sacrificed to those of England 
and, without any disparagement of England’s services to India, that 
the advantages of English rule have been somewhat exaggerated. In 
particular, military expenditures arising from troubles outside of, and 
unconnected with, India, but which were saddled on India, and the 
free-trade attitude of the English government, which resulted in a 
stifling of native industries, come in for condemnation. While it is 
quite likely that something could be said on the other side the author 
presents his arguments lucidly and the entire discussion is impartial 
and temperate in tone. 

While the organization of the book as a whole is good, the actual 
arrangement of the material could be improved. It is, however, a care- 
ful and studious work which should be of considerable value in obtain- 
ing an understanding and appreciation of Indian economic problems 
and the Indian attitude toward them. 

C. A. Curtis 


UNIVERSITY OF FLORIDA 


The Present Economic Revolution in the United States. By 
Tuomas Nrxon Carver. Boston: Little, Brown & Co., 
1925. Pp. viiit+-270. $2.50. 

“This is a glorious country and these are glorious times, but they 
are growing more glorious. . . . Unless all signs fail, we are about to 
give the world the only great demonstration it has ever had of the 
practicability of the twin ideals of liberty and equality,” says Profes- 
sor Thomas Nixon Carver at the close of his latest volume, The Pres- 
ent Economic Revolution in the, United States. 

Those who are familiar with Mr. Carver’s earlier works, and more 
particularly his Essays in Social Justice, will scarcely need to be told 
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that the equality that is sought is equality of income between, though 
not within, occupations; and that the liberty referred to is our old 
friend, economic laissez faire. Since those factors of production which 
are relatively scarce always command a larger share of the product 
than those which are relatively plentiful, the secret lies in changing the 
proportions—in decreasing the quantity of the now abundant factor 
(that is, low-paid labor), and increasing the other factors, notably 
business ability and capital. It is Mr. Carver’s belief that education 
and capital accumulation are rapidly bringing about the desired ad- 
justment. 

Special emphasis is placed upon the increase in the financial power 
of labor, as represented in (1) savings deposits, building and loan 
investments, and insurance premiums; (2) purchases by laboring peo- 
ple of stocks and bonds; and (3) the development of the labor bank. 
Figures are given to show that of savings of these kinds, “the share of 
working people, . . . will be somewhere in the billions.” It may be 
seriously questioned, however, whether capital holdings of workers are 
growing so rapidly as to constitute an economic revolution destined 
“to wipe out the distinction between labor and capital.” The posses- 
sion of a few shares of stock will not necessarily convince the wage- 
earner that his interests as a capitalist are greater than his interest as 
a laborer. Moreover, it requires great optimism to foresee the time 
when, even in America, we shall not have our millions of workers who 
find it impossible to save to any appreciable extent. It seems reason- 
ably safe to say, then, that the social distinction between employer 
and employee, in which Mr. Carver detects the genesis of the “labor 
problem,” is not in process of melting away; and that the opportu- 
nistic methods of trade unionism, though admittedly wasteful at 
times, are in no immediate danger of being superseded by the more 
peaceful means of stock-voting. 

Paut F. GEMMILL 

UNIVERSITY OF PENNSYLVANIA 


The Moral Standards of Democracy. By HENRY WILKES 
Wricut. New York: D. Appleton & Co., 1925. Pp. xii+ 
309. $2.00. 

Identifying democracy with the moral ideal, which demands the 
participation of all individuals in a common good arising from the full- 
est, freest, and most comprehensive type of human association, Profes- 
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sor Wright attempts to describe the processes-involved in human asso- 
ciation and the conditions of the enrichment and perfection of such 
association. Association is made possible by the reason and rational 
will which all men possess; and the rational intercourse constituting 
society takes place in three forms of activity: intercommunication of 
ideas and judgments, intercommunication through the co-operative ad- 
justment of action, and intercommunication of feeling by means of 
imaginative sympathy. The demand of the moral ideal is for the re- 
direction of instincts and social habits in such a way as to procure the 
greatest possible exercise of the three processes involved in rational 
intercourse. 

To consider what the moral ideal demands of industrial organiza- 
tion will indicate what it demands on a larger scale of national and 
international organization. Productive labor must be a means of per- 
sonal intercommunication whereby the individual realizes a universal 
social good. In order that industry may meet the demands of the ideal 
of intelligent co-operation, all participants of industry must agree in 
making production to meet social need their common purpose, must 
possess sufficient knowledge to give them an intelligent comprehension 
of the organization and methods of their own industry and of the func- 
tion of the industry they serve in the great system of industries that 


supports civilized society, and must be given some opportunity to par- 
ticipate constructively in industrial direction and management. 

Perhaps high ideals and metaphysical abstractions do not help us 
in living; perhaps Professor Wright’s analysis of individual and social 
action is not above criticism; but his ideal has sufficient attraction to 
give an aspect of tragedy to his attempt to build a bridge from the hard 
facts to the perfection of his intelligent community. 


C. M. Perry 


University oF CHICAGO 


Agricultural Co-operation in Western Canada. By W. A. MAck- 
INTOSH. Toronto: The Ryerson Press, 1924. Pp. viii+ 
173. 

This is the story of the co-operative grain marketing organizations 
in the three prairie provinces of Canada, Manitoba, Saskatchewan, 
and Alberta, from their beginnings in 1906 down to the inauguration 
of the wheat pools in 1923. 
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These are characteristic movements of protest against a system 
of grain marketing in the control of grain elevator and milling inter- 
ests. Government ownership and patronage is freely invoked in the 
interest of giving producers a measure of control over the marketing 
of their produce. The political by-play of this “agricultural revolu- 
tion” is such as to create a feeling of envy as well as of admiration in 
the heart of the American wheat grower. The conclusion seems to be 
warranted, however, that government interference was, to a considera- 
ble extent, a handicap. Wisely enough the government was excluded 
from any part in the management of the companies. 

Whether the movement has proved to be a success depends, as the 
author well says, upon whether these companies can “operate at lower 
cost than other firms.” There is no way of proving this “except by 
elaborate accounting investigations,” and these are not forthcoming. 
The fact that the companies have constantly increased their volume of 
business, not only absolutely but relatively, and have been a financial 
success, is taken as sufficient proof of their economic justification. 

Accounting for the success of these companies the author points 
out first the singleness of interest of the farming population of the 
three provinces in the raising of grain, principally wheat; second, the 
inception of the enterprise as a selling agency at the terminal market, 
with small investment and relatively large profits, rather than as an 
elevator-owning enterprise requiring large fixed investment; third the 
phenomenal expansion of the Canadian grain trade, together with an 
upswing in prices; and finally, the capacity of the directing heads of 
the companies. From this American organizers may draw a lesson. 

Much water has gone under the bridge since this study was com- 
pleted, but Mr. Mackintosh’s book will be found a valuable introduc- 
tion to the history of the movement. 

E. A. Duppy 

UNIVERSITY OF CHICAGO 
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